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WELLS DRILLED FINANCIAL The Company’s operations during the 
oe Aidneotne OF DOLLARS fiscal year ended June 30, 1977 
“ (cross rey ae continued to show positive results. 
i #NET — Natural gas production before 
ee $s casH FLow royalties increased by 24% to an 
55 average rate of 32.4 million cubic 
ae 2) Net INCOME feet per day (MMcf/d). At 
year-end, gas production rates 
o reached 39.5 MMcf/d. 
H — Oil production increased 7% to an 
35 average rate of 660 barrels per 
30 day. 
25 — Gross production revenues 
es reached a record level of 
$16,181,000. 
ee — The Company’s aggressive 
10 exploration and development 
5 drilling program resulted in a total 
ee i eee : of 67 wells (33 net) being 
1973 1975 1976 1977 1973 1974 1975 1976 1977 completed on Company 
roperties. 
GAS PRODUCTION OIL PRODUCTION Pang : 
MILLIONS OF CUBIC FEET THOUSANDS OF BARRELS — The Company's wells drilled in the 
12,000 600 1976/77 program in the Rock 
11.000 Be Canyon area, Colorado, were 
approaching an on-production 
10,000 500 status at year-end. Substantial 
000 ee additions to the Company's gas 
reserves were established by this 
8,000 400 program. 


7,000 
Financial Highlights. 
Gross revenue from oil and gas 
operations was $16,181,000, up 55% 
from the $10,382,000 recorded in 
1976. This reflects increased gas © 
production in Canada and the United 
States and higher oil and gas selling 
prices in both countries. Pre-tax cash 
flow from continuing operations was 
$6,120,000, or $2.95 per share, an 
1973 1974 1975 1976 1977 On 1973-:1974 1975 1976 1977 increase of 72% from $3,550,000, or 
$1.76 per share, in 1976. Net income 
for the year, including extraordinary 


6,000 


5,000 


4,000 


3,000 


2,000 


1,000 


Shareholders 


items, was $3,555,000, or $1.72 per 
share, up 79% from $1,987,000, or 
99¢ per share, in 1976. Over the past 
five-year period, revenue from oil and 
gas operations, pre-tax cash flow 
from operations and net income have 
all grown substantially and shown 
cumulative increases of approx- 
imately 1,000%, 1,400% and 600%, 
respectively. 


The Company’s expanded exploration 
and development drilling programs 
and land acquisitions reflect Merrill's 
increased activity in Alberta and 
Colorado. Merrill's 1977 drilling 
program increased to 67 gross wells 
(33.0 net) from 42 gross wells (20.7 
net) in 1976. Capital expenditures in 
1977 amounted to $11,246,000 
compared to $6,277,000 in 1976. 
Approximately 65% of the fiscal 1977 
expenditures was spent in western 
Canada and 35% in Colorado. The 
Company’s working capital deficiency 
increased to $2,460,000 from 
$907,000 in 1976, mainly because full 
production revenues have not yet 
been realized from recent capital 
expenditures in Colorado and 
curtailments of gas sales in Alberta. 
Consequently, the long-term debt 
position increased to $13,847,000 as 
of June 30, 1977, up $2,402,000 from 
the prior year-end. 


Exploration Activities 


The Company drilled or participated 
in 19 gross (9.75 net) exploratory 
wells in fiscal 1977. Of the net wells, 
6.1 were completed or indicated gas 
wells, 1.3 were completed or indi- 


cated oil wells and 2.4 wells were 
abandoned. The overall success ratio 
was 68%. 


The Company’s gross and net 
acreage holdings dropped slightly 
from June 30, 1976 to June 30, 1977. 
This was the net result of the 
disposition of maturing acreage in 
Alberta and offshore east coast that 
was partially offset by promising 
acquisitions in western Sask- 
atchewan, northeastern British 
Columbia and selective acquisitions 
in Alberta. In July and August 1977 
some highly promising lands totalling 
25,964 gross and 13,143 net acres 
were purchased in Alberta and British 
Columbia. 


In Canada, the Company participated 
in natural gas discoveries in the 
Sunnynook, Vermilion and Valleyview 
areas of Alberta and the Siphon area 
of British Columbia. Oil discoveries 
were made on Merrill acreage in the 
Princess and Stanmore areas of 
Alberta and the Fox area of British 
Columbia. 


In the United States, the Company's 
drilling efforts were largely directed to 
the Rock Canyon area of Colorado, 
where eight gas wells were com- 
pleted and where reserves have been 
materially increased. Wells in this area 
encounter gas in a number of 
different sands at depths varying from 
3,000 to 8,000 feet. This drilling 
program will proceed throughout the 
summer and fall of 1977. 


The Company is conducting an 
exploration program on its Antoinette 
Lake claims located near Chibou- 
gamau, Quebec. Interesting assays of 
zinc, silver and gold ore have been 


received but further core drilling will 
be required to establish the extent of 
the ore body. The claims are 
approximately six miles from the 
Company’s mothballed milling facility. 


Producing Operations 

The Company drilled 48 gross (23.2 
net) development wells in 1977. This 
program resulted in 13.2 net gas 
wells, 3.8 net oil wells and 6.2 net 
abandonments. The overall success 
ratio was 81%. 


The Company’s natural gas 
production, before royalties, was 11.8 
billion cubic feet, an average of 32.4 
million cubic feet per day, an increase 
of 24% over 1976. This increase was 
achieved despite curtailments by the 
major gas purchaser in Alberta due to 
a market over-supply situation. The 
Company’s crude oil production 
increased 7% over the year. Merrill's 
natural gas reserves as of June 30, 
1977 showed a material improvement 
over the prior year after having 
accounted for this year’s production. 


Corporate 


-Hudson Bay Mining and Smelting 


Co., Limited increased its common 
share equity interest in the Company 
0 49.2% through the purchase of 
shares on the open market. Hudson 
Bay also holds a 6'/2% Secured 
Convertible Income Debenture 
convertible to 666,667 common 
shares. The conversion of this 
debenture would increase Hudson 
Bay’s holdings to 61.3% of Merrill's 
outstanding common shares. The 
Company has given notice to Hudson 
Bay of its intention to redeem this 
debenture effective November 1, 


1977. Hudson Bay has not yet 
indicated if it intends to exercise its 
right of conversion before the 
redemption date. 


Mr. Robert S. Blackett was appointed 
Executive Vice-President of the 
Company in April and appointed to 
the Board of Directors in May. The 
Board of Directors accepted, with 
regret, the resignation of Mr. V. Lyle 
Hawkes in May, 1977, and in addition 
has been advised by Mr. Kenneth S. 
Dalton that he will not be standing for 
re-election due to other business 
commitments. The Board wishes to 
acknowledge the valuable 
contributions to the Company made 
by each of these Directors. The Board 
is also pleased to announce that Mr. 
E. Peter Gush, President of Hudson 
Bay Mining and Smelting Co., Limited 
will be nominated to the Company’s 
Board of Directors. 


Your Directors have voted to change 
the Company’s fiscal year-end from 
June 30 to December 31 starting with 
the year ended December 31, 1977. 
This resolution is included in the 
enclosed proxy material and will be 
adopted by the Company if approval 
is received from the shareholders at 
the forthcoming annual meeting. 


The oil and gas industry in Canada 
and the United States is buoyant and 
management believes many worth- 
while opportunities exist in the 
exploration and producing sectors. 
The Company plans to dedicate 
technical and financial resources in 
the coming fiscal period to expand 
its exploration activities in the 

three western Canadian provinces. 
Additionally, the Company will 
proceed with development drilling in 
the promising Rock Canyon area of 
Colorado and selected projects in 
western Canada. 


The natural gas producing sector in 
Alberta has been adversely affected 
in recent months by gas purchaser 
curtailments due to an over-supply 
condition in the market place. This is 
the so-called “gas bubble” which, 
according to management and in- 
dustry experts, will prevail to some 
degree for two to four years. 
Nevertheless, Merrill's forecast of gas 
sales in the immediate future will 
show increases which, combined with 
announced price increases, will result 
in improved revenues. Merrill's 
sources of increasing gas production 
in Alberta are mostly related to 
existing operations. It is expected that 
new Alberta sources will not have 
access to markets until at least late in 
1979. Therefore, the past growth rate 
in Merrill's gas sales is expected to 
moderate for the balance of 1977 and 
particularly in 1978. By way of 
contrast, the Rock Canyon, Colorado, 
properties will have immediate 
access to markets dependent 
primarily on the rate of drilling and 
pipeline construction. 


Your Directors wish to express their 
thanks to the employees of Canadian 
Merrill for their contributions to the 
success and growth of the Company 
and for a job well done. The business 
environment for the oil and gas in- 
dustry is very promising but it is only 
through dedicated employees that the 
Company can successfully participate 
to its fullest advantage. 


Respectfully submitted on behalf of 
the Board of Directors, 


kj 


H. ReKunyk 
Chairman of the Board 


September, 28, 1977 


Operations 


Exploration and Development 


ALBERTA 


The Company continued to expand its 
drilling and production efforts in the 
Stanmore area of eastern Alberta. 
The Company participated in drilling 
five wells in the area, of which three 
tested gas from two producing zones 
and one was a single zone gas 
producer. Oil was also discovered in 
one of the dual zone gas wells. 
Further drilling is planned to develop 
this oil discovery. Two gas wells and 
three dry holes were drilled by 
another company on a 5,760 acre 
farmout from Merrill. The Company 
retained an overriding royalty interest 
in the five sections drilled on and 

a 50% working interest on the re- 
maining lands. Further drilling will be 
undertaken in the area of the two gas 
discoveries. 


As a result of higher demand for gas 
in the Stanmore area, the Company 
has planned a detailed seismic 
program over its other wholly-owned 
acreage. 


In the Birch Lake gas producing area, 
Merrill participated in the drilling of 
eight wells, six of which were 
completed as gas wells. Additional 
drilling will be undertaken in 1977. 


In the Princess area, four wells were 
drilled on Company acreage, resulting 
in three oil wells and one dry hole. 


Fifteen development wells were 
drilled and completed as Milk River 
gas wells in the Medicine Hat area. 
The Company has a 9% interest in 
these wells. 
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In other areas of Alberta, gas wells 
were completed at Sunnynook (100% 
interest), Oyen (92%), Vermilion 
(100%), Hairy Hills (25%) and Val- 
leyview (100%). 


BRITISH COLUMBIA 

In the Fox area, a discovery well 
was drilled offsetting an earlier 
non-commercial oil show. The new 
discovery well, Pacific Provident Fox 
d-60-D (32% interest) proved to be 
oil-productive in the Baldonnel 
formation. This well was production 
tested during the summer and further 
drilling is planned to evaluate this 
discovery later this year. 


The Company also participated in 
drilling a discovery gas well in the 
Siphon area. Initial production testing 
of this well gave up gas and oil. Due 
to weather and road conditions, 
testing was not completed and will be 
resumed next winter. 
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COLORADO 


Canadian Merrill, through its wholly- 
owned subsidiary, Provident 
Resources, Inc., drilled eight gas 
wells in the Rock Canyon area of 
Colorado. Seven of these wells are 
wholly-owned and the Company has 
a 25% interest in the eighth. Four of 
the wells were drilled to test the 
Mancos sand only and each of these 
indicated production from that zone. 


One of these four wells also indicated 
a thick series of shallower gas- 
bearing zones in the Mesa Verde 
formation. Another well will be drilled 
to production test these sands. The 
Mancos sand was also 
gas-productive in the four deeper 
tests. In addition to the Mancos, these 
four wells also have gas-bearing 
Dakota sands and two of them flowed 
gas from the Buckhorn sandstone. 


The wells drilled on the above pro- 
gram were perforated and production- 
tested during the past summer and 


will be placed on production as 
pipeline facilities are completed. It is 
expected that at least 15 of the 
Company's gas wells will be on 
production in the fall of 1977. 


A drilling program involving 10 to 15 
additional wells will be undertaken 
during the next fiscal year to further 
develop the Company’s undrilled 
acreage in the Rock Canyon area. 


Production Operations 


Merrill and its subsidiaries held 
interests in 213 gross gas wells 
(120.3 net gas wells) and 376 gross 
oil wells (64.9 net oil wells) at year- 
end. The Company’s producing 
properties are located primarily in the 
Province of Alberta and the States of 
Colorado, Montana and Wyoming. 


Merrill’s gas production, before 
royalties, increased 24% in 1977 to 
11,821 million cubic feet (32.4 million 
cubic feet per day) from 9,512 million 
cubic feet (26.0 million cubic feet per 
day) last year. This increase was 
achieved despite the adverse impact 
of cut-backs due to a reduction in 
take by the major gas purchaser 
related to an over supply condition in 
the market place. 


In Alberta, Merrill expanded the gas 
gathering and processing facilities in 
the Stanmore field during the past. 
year. The expanded facilities went on 
production during April, 1977 so that 
the full effect of this increased 
production will not be felt until fiscal 
1978. A significant increase in the 
Company’s United States gas pro- 
duction is anticipated in 1978 as a 
result of the drilling carried out on its 
acreage in the Rock Canyon area, 
Colorado. 


The Company’s oil production, before 
royalties, increased 7% to 240,875 
barrels (660 barrels per day) from 
224,831 barrels (614 barrels per day) 
in 1976. 


In the year ended June 30, 1977, the 
average gas price received by Merrill 
for Canadian gas sales was $1.16 per 
thousand cubic feet (Mcf) compared 
with 86.7¢ in the previous year. 
Merrill’s average oil price was $9.09 
per barrel in the past year compared 
with $8.64 per barrel in 1976. 


In western Canada, the wellhead 
price of natural gas increased to ap- 
proximately $1.31 per Mcf on August 
1, 1977 and the price of oil increased 
to $10.75 per barrel on July 1, 1977. 


In Merrill's operations at Rock 
Canyon, Colorado, the current price is 
approximately $1.62 per Mcf for gas 
committed prior to January 1, 1975. 
Gas committed after January 1, 1975, 
which is the majority of the Rock 
Canyon production, is priced at 
approximately $1.78 per Mcf. Both 
prices include BTU adjustments and 
the first price also includes a 30% 
small producer’s bonus. 


Reserves 


The following table summarizes 
proved and probable crude oil, natural 
gas liquids, and natural gas reserves 
before deducting royalties. The 
reserves estimates are based on 
evaluations by independent con- 
sulting engineers and Merrill's 
engineering staff. Comparative 
reserves are as follows: 


Company Share June 30, June 30, 
Gross Reserves 1977 1976 
Pipeline Natural Gas — 

Billion Cubic Feet. 431 290 
Crude Oil and 


Natural Gas Liquids — 
Barrels .... .. 2,471,000 2,081,000 


Merrill's Foundation Creek 5-2 well, Rock Canyon, Colorado. 


Acreage Holdings 

As of June 30, 1977, the Company 
and its wholly-owned subsidiaries 
held 804,730 gross and 394,249 net 


‘tiie NA 


acres, respectively, as indicated in 
the accompanying table. 


ACREAGE June 30, 1977 June 30, 1976 
Gross Net Gross Net 
Location Acres Acres Acres Acres 
IAlDerta:  cciecrrackemems sem osea ee vem eatecie ae 545,196 297,029 570,008 349,937 
British Columbia nncuck we wee tenis oe vomits 11,673 4,988 10,810 4,540 
Saskatchewankscm cme vintyasidersns eerie 39,600 13,264 240 144 
ARCO SIGNS <hstisuc om ennine rabmorete sions 114,146 19,024 114,146 19,024 
East Coast = Offshore wiseesnceesnane eno — — 72,169 6,014 
Winited Statesins civics: sha Ghee vere een ntieepaee 94,115 59,944 112,167 58,907 
804,730 394,249 879,540 438,566 
1977 DRILLING RESULTS — GROSS WELLS (NET WELLS) 
EXPLORATORY DEVELOPMENT TOTAL 
GAS OIL DRY GAS OIL DRY GAS OIL DRY 
Canada... 6(1.80) 2(1.32) 6 (2.38) 31 (10:25)/ 3)(2:90)) 9)(6.1'9) 37 (12.05) 5 (4.22) 15 (8.57) 
WiSiiecnce 14.29) — _— 3 (23800)) 2 290), — 8( 7.25) 2( .90) — 
Total 11 (6.05) 2(1.32) 6 (2.38) 34 (13.25) 5 (3.80) 9 (6.19) ASK(A1I30) 7 (Side) 15) (8:57) 
Total 
Wells... EXPLORATORY 19 (9.75) DEVELOPMENT 48 (23.24) TOTAL 67 (32.99) 
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Consolidated Statement of Operations 


(in Canadian dollars) 


Revenue: 
Oil and gas production revenue 
Crown and overriding royalties paid 


Interest and other income 


Costs and Expenses: 
Production and operating 
General and administrative 
Interest on long-term debt 
Interest on short-term debt 
Interest on income debenture 
Mining exploration 
Loss on translation of foreign currency (Note 1) 


Funds generated from continuing operations 
before current income taxes 


Depletion and depreciation 


Income from continuing operations before income taxes 
Income Taxes (Note 6): 


Current (Provincial:royalty taxectecit) an. ven mara tese nt een 


Deferred 


Income from continuing operations — oil and gas 


Loss from discontinued operations (Note 2) ............. 


Income before extraordinary items (Note 1) ...... 
Reduction of income taxes 
Gain'on sale. of investments ... ........ 2. 


Gain on disposal of non-current assets related to 
discontinued operations (Note 2) 


Net Income For The Year 


Income per common share (Note 11): 
Before extraordinary items 
Extraordinary items 


Net Income For The Year 
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See accompanying notes. 


Year Ended June 30 


1977 1976 
$16,181,000 $10,382,000 
5,486,000 3,475,000 
10,695,000 6,907,000 
150,000 170,000 
10,845,000 7,077,000 
1,563,000 1,012,000 
1,477,000 1,122,000 
969,000 1,133,000 
116,000 — 
260,000 260,000 
148,000 — 
192,000 — 
4,725,000 3,527,000 
6,120,000 3,550,000 
4,304,000 2,355,000 
(1,000,000) (709,000) 
2,372,000 1,371,000 
1,372,000 662,000 
2,932,000 1,693,000 
= (296,000) 
2,932,000 1,397,000 
623,000 428,000 
—_ 11,000 
lh ee 151,000 
$ 3,555,000 $ 1,987,000 
$ 1.415 $ 0.694 
0.301 0.293 
$ 1.716 $ 0.987 


ry Canadian Merrill Ltd. 


Consolidated Statement of Changes in 


Financial Position 


(in Canadian dollars) 


Working capital was provided by: 
Operations — 
Funds generated from (used in) operations 
before current income taxes: 


Continuingi=—sOlvand' Oasis). alsa. woe es ae 
BISCOMUMUCC MErmnrenitar tee fa tee ee ks 


Current income taxes — discontinued operations 


BLOVencialrOValtyataxccredicCe Go wea a aw so ee 


Net proceeds on disposal of non-current assets 


related to discontinued operations ........4.... 
Proceeds on disposal of investments ........... 
Ne WHO -CnlKCOOUSMachrn wacsiuah net ss cRun we eo cot tok § ee 
ISSuUcCEOMGHare CaDIlal saat, sles Glee Shockey spce tele Une 
Collection of notes and mortgages receivable ........ 
Sale of properties and equipment ............. 
Decrease in advances to drilling fund programs ....... 
(AASIOIDEIINCIAUVaNCOS: 45 2 lo 6 le aoe le we A 


Working capital was used for: 
Additions to properties and equipment — 


COMUMUIMG ODCrAUONS s fan: 6 io eh ee 4 5) eo ekg as to ae 


Additions to properties and equipment — 


discontinued Operations: =. a.) ea ee ee 
Reduction of long-term debt «2. 6 ee eee we on 
Notes and mortgages receivable ............. 
Special taxes paid on surplus of subsidiaries ........ 
Acquisition of shares of affiliates and subsidiaries ..... . 
OGTR a as 8 tie ae Pe 5 


Increase (Decrease) In Working Capital For The 
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See accompanying notes. 


Year Ended June 30 


1ove 


$ 6,120,000 


6,120,000 


1,000,000 


7,120,000 


12,000 
4,389,000 
301,000 
306,000 


18,000 


12,146,000 


11,246,000 


2,004,000 
449,000 


13,699,000 


$ (1,553,000) 


1976 


$ 3,550,000 


eg) 


3,360,000 
(104,000) 
709,000 


3,965,000 


6,872,000 
173,000 
1,531,000 


91,000 
178,000 
329,000 


13,139,000 


6,277,000 


170,000 
5,451,000 
941,000 
149,000 
20,000 
49,000 


13,057,000 


$82,000 


ry Canadian Merrill Ltd. 


Consolidated Statement of Financial Position 


(in Canadian dollars) 


Current assets: 
Accounts receivable 
Provincial royalty tax credit receivable 


Note and mortgage payments due within one year 


Current liabilities: 


Bank demand loans and indebtedness (Note 4) . . 


Accounts payable and accrued liabilities 
Current portion of long-term debt 


Working capital deficiency 
Properties and equipment: 


Equipment IMVENtOry  iemeesierne pees eee nee 
Prepaid expenses and deposits ......... 


2, 8 eee, Oe dele wee: 


Petroleum and natural gas leases, rights, exploration 
and development costs thereon, less accumulated 


depletion of $3,049,000 (1976 — $1,910,000) ....... 


Equipment, less accumulated depreciation of $1,237,000 


(1976 — $763,000) 
Other, less accumulated depreciation of $198,000 
(1976 — $147,000) 


Other assets: 
Notes and mortgages receivable 
Unamortized costs — discontinued mining and 

milling operations (Note 2) 
Other 


Capital employed 


Represented by: 
Long-term debt (Note 5) 
Deferred income taxes (Note 6) 


Shareholders’ equity: 
Capital stock (Note 7) 
Retained earnings (Note 8) 


Capital employed 


APPROVED BY THE BOARD 


a ah ie” te isle! Cera ies, ae jeee etee san SleP area aM salt wee ie 


oe eee ee be eae eatin te hare: 


H. REKUNYK, Director 


10 See accompanying notes. 


June 30 

1977 1976 
$ 2,915,000 $ 2,232,000 
1,302,000 724,000 

577,000 _- 
115,000 33,000 
386,000 433,000 
5,295,000 3,422,000 
1,114,000 275,000 
4,332,000 2,143,000 
__2,309,000 __ 1,911,000 
__ 7,755,000 __ 4,329,000 
__ 2,460,000 ___ 907,000 
22,817,000 16,484,000 
9,595,000 7,092,000 
856,000 169,000 
33,268,000 23,745,000 
1,085,000 941,000 
476,000 572,000 
___ 182,000 ___ 143,000 
__ 1,693,000 __ 1,656,000 
$32,501,000 $24,494,000 
$13,847,000 $11,445,000 
__ 9,185,000 __ 3,436,000 
_19,032,000 _ 14,881,000 
6,993,000 6,692,000 
__ 6,476,000 __ 2,921,000 
_13,469,000 __9,613,000 
$32,501,000 $24,494,000 


J. M. THOMSON, Q.C., Director 


ry Canadian Merrill Ltd. 


Notes to 
Consolidated 


Financial Statements 
june 30, 1977 


1. Summary of significant accounting policies: 


(Reference should be made to Note 2 which refers to 
operations discontinued during fiscal 1976.) 


The consolidated financial statements have been pre- 
pared in accordance with accounting principles gener- 
ally accepted in Canada. They are also in conformity in 
all material respects with accounting principles gener- 
ally accepted in the United States. 


Principles of consolidation — 


The consolidated financial statements include the ac- 
counts of Canadian Merrill Ltd. and its subsidiaries, all 
of which were wholly-owned as of June 30, 1977 and 
1976. 


Foreign currency translation — 


For 1977, assets and liabilities carried in a foreign cur- 
rency (U.S. dollars) have been translated to Canadian 
dollars in accordance with Financial Accounting Stan- 
dards Board Statement No. 8, as follows: 


Current assets and liabilities and non-current liabilities 
at exchange rates prevailing at the date of the balance 
sheet, non-current assets at the exchange rates prevail- 
ing when acquired and revenues, costs and expenses 
at the monthly average rate of exchange. Translation 
adjustments are included in the determination of net in- 
come. 


No material adjustment would have been required in 
the 1976 financiai statements had this practice been fol- 
lowed for that year. 


Inventories — 

Equipment inventories, consisting primarily of tubular 
goods for gas field development, are valued at the 
lower of average cost or net realizable value. 


Oil and gas drilling fund programs — 


Pursuant to the authority granted to it as manager of 
certain oil and gas drilling programs, a subsidiary com- 
pany, Provident Resources Ltd. (“Provident”), finances 
continuing programs’ activities by term production bank 
loans, secured by assignments of title to certain prog- 
ram properties. 


Advances to the drilling programs, amounting to 


Ue 


$204,000 (1976 — $221,000), have been allocated 
against equal amounts of term production bank loans. 


Properties and equipment — depletion, depreciation 
and amortization 


Oil and gas properties and equipment — 

The Company follows the full cost method of account- 
ing for petroleum and natural gas properties whereby 
all costs relating to the exploration for and development 
of oil and gas reserves are capitalized. Such costs in- 
clude acquisition costs, geological costs, exploration 
overhead, carrying charges of non-producing properties 
and costs of drilling both productive and non-productive 


wells. Production equipment and gas facilities are re- 


corded at cost. Depletion and depreciation are provided 
using the unit of production method based on estimated 
proven reserves of oil and gas for the respective Cana- 
dian and foreign cost centres. No gains or losses are 
recognized upon the sale or disposition of properties 
except under circumstances which result in major dis- 
posals of reserves. 


Discontinued mining and milling operations — 
Mining-mill buildings and equipment are carried at their 
unamortized cost which is estimated to be not greater 
than net realizable value. Production from the related 
copper ore body ceased in June 1975. The remaining 
cost of these assets is being amortized over the term of 
the lease with respect to the land upon which they are 
situated. 


With the exception of costs related to the Perch River, 
Quebec mining claims, all exploration costs have been 
written off. While work to date has not established a 
proven ore reserve, the Company intends to continue 
to hold the Perch River claims. 


The remaining period of amortization (approximately 
five years at June 30, 1977) for both mining-mill build- 
ings and equipment and the Perch River exploration 
costs represents the anticipated maximum holding 
period during which sale and/or exploration possibilities 
will be considered. 


Deferred income taxes — 
Drilling exploration and lease acquisition costs and de- 


preciation in excess of the related amounts provided in 
the accounts have been claimed for income tax pur- 
poses. The result of this practice has been to defer 
payment of income taxes otherwise payable to those 
future periods when the amount claimed for income tax 
purposes will be less than the amounts charged in the 
accounts. 


Extraordinary items — 


The Company follows Canadian accounting practice 
with respect to the definition of extraordinary items. The 
extraordinary items shown in the consolidated state- 
ment of operations (except for the income tax reduc- 
tion) would be considered ordinary items under United 
States practice; income per common share before ex- 
traordinary items would be increased accordingly but 
net income would remain unchanged. 


2. Discontinued operations: 


During fiscal 1976, the Company disposed of its well 
servicing and equipment rentals and sales divisions. 
The rentals and sales division assets were sold to a 
director. Certain of the well servicing division assets 
were sold to former employees. Copper milling opera- 
tions ceased in early fiscal 1976 and mining exploration 
Operations were suspended. Results of operations of 
these divisions are included in the account, “Loss from 
discontinued operations” and comprise the following: 


1976 

Well servicing and equipment rentals and sales: 

Revenue: 5.5. aula, 2 eG ee $ 2,622,000 

Loss before|income)taxes!aaman inten $ (49,000) 

Income: taxes:7 2c. he ie ct (6,000) 

Loss for theiperiod™ “95.5 sree $= (55;000)5, 
Milling-mining: 

Milling revenue (adjustments) ......... $ (37,000) 

Loss before income taxes .......... $ (349,000) 

Reductioniof income: taxes ase natenennnenne 108,000 

Loss for the: period)... 15 sae een an $ (241,000) 
Combined loss forthe period .......... $ (296,000) 


The account, “Gain on disposal of non-current assets 


related to discontinued operations” comprises: 4. Bank loans and indebtedness: 


Gain on sale of properties and equipment of 

the well servicing and equipment rentals and 

SalGSICIVISIONS suas ruth aun cues ah tin Mayne nk og 
Loss on sale of shares of a subsidiary engaged 

in the well servicing business ......... 
Other, net, primarily employee termination costs 


Deferreduincomeitaxes. 22. fu: 4 ce a sk es 


Write off of unamortized balance of excess of 
cost over underlying equity at the date of 
ACGUISION Geren vasers patria wa omec ns kar me) eos oe 


Bank loans and indebtedness are secured by a general 
assignment of accounts receivable, a floating charge 


The account, “Unamortized costs — discontinued min- 


ing and milling operations” comprises: 


1977 
Mining-mill buildings and equipment, 
aNCOSIMPE mre ch me ot a sea $ 1,408,000 
Accumulated depreciation and 
AMOnUZAION eet. tyes Gel a) sens & 1,188,000 
220,000 
Deferred costs related to mining claims, 
net of accumulated amortization of 
$101,000 (1976 — $51,000) .... 256,000 
$ 476,000 


3. Changes in components of working capital: 


1977 
Increase (decrease) in current assets — 
Accounts receivable ........ $ 683,000 
Provincial royalty tax credit receivable 578,000 
Equipmentinventory ....... 577,000 
Inventory — new and used oilfield 
equipment forresale ...... _— 
(UNE adn? & eee Cee 82,000 
Note and mortgage payments due 
WithinONG: Veale. Ge ee (47,000) 
1,873,000 
Less: 
Increase (decrease) in current liabilities — 
Bank demand loans and 
indebtedness! =. 5 2... . - 839,000 
Accounts payable and accrued 
TEMG 2 a i ee ee 2,189,000 
Current portion of long-term debt . 398,000 
3,426,000 
Increase (decrease) in working capital 
WOU EE 6 uch bee, Deco $(1,553,000) 


$ 2,017,000 : 3 
debenture covering the assets of Provident and an as- 
60,000 signment of interests (as well as the interests of the 
210,000 drilling fund programs) in petroleum and natural gas 
1,747,000 properties, together with specific assignments there- 
___ 625,000 from; interest on demand loans is presently '/2 of 1% 
1,122,000 over the Canadian prime rate (8'/4% at June 30, 1977). 
971,000 5. Long-term debt: 
UO a’ 1977 1976 
Secured convertible 61/2% income 
debenture, payable to 49% share- 
1976 holder, due October 31, 1989, 
repayable in annual instalments of 
$1,418,000 $400,000 commencing on October 
TAC 31, 1980; convertible into common 
1.153.000 shares at $6 per share to February 
a 28, 1979 and $7 per share 
265,000 thereafter to February 28, 1984; 
secured by a floating charge on all 
of the property and assets of the 
307,000 Company subject to specific 
$ 572,000 permitted encumbrances and a 
pledge of the shares of Provident; 
includes restrictions as to 
acquisition and disposition of 
1976 assets, indebtedness, 
amalgamation, authorization and 
$ (768,000) issuance of share capital .... $ 4,000,000 $ 4,000,000 
472,000 
oa Term production bank loans, interest 
at 3/4 of 1% over the Canadian 
ae 000) prime rate, evidenced by demand 
: notes, secured as outlined in Note 
433.000 4, repayable $152,000 Canadian 
: monthly: ton! OGi egestas rin 7,133,000 7,940,000 
(304,000) 
Term production bank loans, interest 
(336,000) at Royal Bank Base Rate for U.S. 
loans in Canada (7% at June 30, 
181,000 1977) evidenced by demand notes; 
(231,000) secured as outlined in Note 4, 
repayable $152,000 U.S. monthly 
(386,000) commencing in 1982 to 1983. 
($3,200,000 U.S. Funds; 1976 — 
$ 82,000 $1,000,000 U.S. Funds) .... 3,388,000 1,000,000 
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1977 1976 


Term production bank loan, interest 
at 11/2% over The First National Bank 
of Denver, (“FNB of D”) prime rate, 
(7% at June 30, 1977), secured 
by a Mortgage, Security Agree- 
ment, and Assignment of 
Production on all producing 
properties located in the United 
States, evidenced by a demand 
note, repayable $21,000 U.S. 
monthly to 1981 ($958,000 U.S. 
Funds) 


Mortgage bank loan, interest at 1% 
over the FNB of D prime rate, 
secured by a mortgage on an 
aircraft, evidenced by a demand 
note, repayable $30,000 U.S. 
quarterly to 1979 ($255,000 
USS EUNCS) ares. Sewn ay 


Gas pipeline advances, interest free, 
due monthly to 1981 ($329,000 
U.S. Funds; 1976 — $416,000 
U:S sUNdS) eee eens are) oe 


1,016,000 = 


270,000 = 


349,000 
16,156,000 


416,000 
13,356,000 


Less: Current portion of long term 


GEbt i. eer ats Os lee < 2,309,000 1,911,000 


$13,847,000 $11,445,000 


Principal repayments required in the respective curren- 
cies over the next five years are as follows: 


U.S. Funds Canadian Funds 
197 Ge weet tee ee ree $ 457,000 $1,824,000 
1979 te Pra tw tobi ea eee 457,000 1,824,000 
O80 Apart eit ah eres, 352,000 1,824,000 
NOG ieee Le pan tote eee ade 439,000 2,062,000 
LOG Om rete: or aie cues 1,824,000 400,000 


6. Income taxes: 


The Company and each of its subsidiaries are required 
to file separate tax returns. Prior to fiscal 1975, provi- 
sions for current and deferred income taxes, recorded 
in the consolidated financial statements, related solely 
to the subsidiary companies. No provision for income 
taxes was required in the accounts of Canadian Merrill 
Ltd. (as a corporation) since its operations to June 30, 
1974, resulted in accounting losses. On a cumulative 
basis to June 30, 1974, its costs and expenses charged 
to operations exceeded the corresponding amounts 
deducted for tax purposes by approximately 


$3,900,000. Since the realization of the related possible 
future tax benefits was not virtually assured, they were 
not recorded in the accounts. Fiscal 1975, 1976 and 
1977 operations of Canadian Merrill Ltd. (as a corpora- 
tion) resulted in accounting income. The fiscal 1976 
and 1977 consolidated provision for deferred income 
taxes includes the taxes which would have been pay- 
able on this accounting income had these taxes not 
been reduced (eliminated) by deducting, for tax pur- 
poses, previously unclaimed costs in excess of the re- 
lated amounts charged to operations in fiscal 1976 and 
1977. These reductions in taxes otherwise payable 
have been shown as an extraordinary item. As a result 
of the foregoing, the excess of approximately 
$3,900,000 has been reduced to nil at June 30, 1977 
($1,650,000 at June 30, 1976) and the related unre- 
corded possible future tax benefits have been reduced 
to nil. 


In both fiscal 1977 and the fiscal 1976, the provisions 
for income taxes differ from the amounts obtained by 
applying the Canadian corporate income tax rate (ap- 
proximately 47.0% in fiscal 1977 and approximately 
47.5% in fiscal 1976) to the net income for the years 
plus the provisions for income taxes, before extraordi- 
nary items. The reasons for these net differences are 
as follows: 


1977 1976 
% of % of 
Pre-Tax Pre-Tax 
$ Income $ Income 
Continuing operations: 
Net income for 
the year $2,932,000 $1,693,000 
Add: Income tax 
provision 1,372,000 662,000 


Pre-tax income . $4,304,000 100.0% $2,355,000 100.0% 


Computed “expected” 


tax expense $2,023,000 


Increase (reductions) in taxes 
resulting from: 
(a) Non-deductible items: 


47.0% 


Crown royalties $2,102,000 $1,302,000 
Income debenture 

interest 122,000 123,000 
Loss on translation 

of foreign 

currency 90,000 — 
Others .qanms oes 6,000 3,000 


2,320,000 53.9% 1,428,000 60.6% 


1977 1976 
% Of % of 
Pre-Tax Pre-Tax 
$ Income $ Income 


(b) Rate adjustments: 
Tax depletion 
allowance, 
historical rate — 
Canadian Merrill 
Ltd., asa 
corporation . . —_— 
Production profit 
abatement... — 
Resource 
allowance 
Earned depletion 


(153,000) 
(177,000) 


(1,255,000) 
(521,000) 


(1,776,000) (41.3%) 


(495,000) 
(165,000) 


(990,000) (42.0%) 


(c) Provincial royalty tax 
credits and rebates 
recoverable 


Actual tax provision $1,372,000 


(1,195,000) (27.8%) (895,000) (38.0%) 
31.8% $ 662,000 28.1% 


7. Capital stock: 


The Company has authorized capital stock of 
2,000,000 preferred shares of $5 par value and 
10,000,000 common shares of no par value. As at June 
30, 1977, there were 2,073,870 (1976 — 2,013,920) 
common shares issued and fully paid. 


Of the authorized but unissued common shares, the fol- 
lowing are reserved for: 


Secured convertible income debenture (Note 5) 666,667 
Employees and officers — under the Incentive Stock 
Option Plan, options to purchase 13,300 shares 
(at prices from $5.00 to $5.85) are currently 
exercisable cumulatively in five equal annual 
instalments expiring in May, 1979 ........ 64,550 
731,217 


During fiscal 1977, employee options covering 58,190 
and 1,760 shares were exercised at prices of $5.00 and 
$5.85 per share respectively for an aggregate cash 
consideration of $301,246. 


Subsequent to June 30, 1977, employee options cover- 
ing 6,200 and 4,400 shares were exercised at prices of 
$5.00 and $5.85 per share respectively for an aggre- 
gate cash consideration of $56,740. 


8. Consolidated retained earnings: 


1977 1976 
Balance, beginning of the year $2,921,000 $1,083,000 
Net income forthe year ....... 3,555,000 1,987,000 
Special taxes paid on surplus of 
SUDSICIAanICS a4 ae a, eee _— (149,000) 


$6,476,000 $2,921,000 


9. Contingent liabilities and commitments: 


The companies have commitments in the normal 
course of business, including Provident’s agreements 
to manage the drilling fund programs. 


To the extent that bank loans referred to in Note 1 are 
not repaid from the proceeds of production from, or 
sale of, program properties, Provident would be directly 
liable. 


10. Remuneration of officers and directors: 


The Company has eight directors who received fees of 
$14,885 as directors (1976 — $14,600) and eight offic- 
ers, two of whom were also directors, who received 
remuneration of $205,155 (1976 — $243,476 to eight 
officers, five of whom were also directors) in their 
capacity as officers. 


11. Income per common share: 


Basic income per common share is based on the 
weighted average number of common shares outstand- 
ing during each fiscal year. 


Fully diluted income per common share is based on the 
assumption that the 666,667 shares (1976 — 666,667) 
reserved for future issuance under the terms of the 
secured convertible income debenture and the 13,300 
shares (1976 — 74,150) with respect to which options 
are granted under the Incentive Stock Option Plan had 
been issued at the beginning of each fiscal year. In- 
come has been increased by the interest on the income 
debenture and earnings at 5% have been imputed 
based on the assumed after-tax interest which could 
have been earned on the funds received from the exer- 
cise of the options. 
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Fully diluted 
Basic income income 
(loss) per (loss) per 
common common 
share share 
Fiscal 1977: 
Income before extraordinary items $1.415 $1.160 
Extraordinary, teimSie ssl inne 0.301 0.227 
Net income forthe year ...... $1.716 $1.387 
Fiscal 1976: 
Income from continuing operations — 

Oil:and! GaSe Wakes... tess eee $0.841 $0.716 
Loss from discontinued operations (0.147) (0.107) 
Income before extraordinary items 0.694 0.609 
Extraordinary items) =) 4s 5. 25 0.293 0.214 
Net income forthe year ...... $0.987 $0.823 


Under United States accounting practice, basic and 
fully diluted income per share would not differ mate- 
rially, except that extraordinary items (except for the in- 
come tax reduction) would not be considered extraordi- 
nary items. 


12. Anti-inflation legislation: 


The Company’s sale of domestic production is not sub- 
ject to the provisions of the Anti-inflation Act as the sale 
of such products is already governed by the Petroleum 
Administration Act. However, the Anti-inflation Act does 
impose certain restrictions with respect to employee 
and director compensation and dividends. In the opin- 
ion of management, the Company has in all material 
respects, complied with the guidelines since their an- 
nouncement. 


13. Subsequent event: 


At a meeting of the Board of Directors of the Company 
held on September 23, 1977, a resolution was passed 
giving notice of the Company’s intention to redeem, on 
November 1, 1977, the Secured Income Debenture de- 
scribed in Note 5. The debenture holder has the right to 
convert the Secured Income Debenture into 666,667 
common shares of the Company prior to the redemp- 
tion date. 


14. Quarterly financial data (unaudited): 


Summarized quarterly financial data for fiscal 1977 is 
as follows: 


Three Months Ended 


Sept. Dec. March June 
30/76 931/16 5S i SOU Un, 
(Thousands except for per share amounts) 
ihotal(revenuiey) 2 saree $3,665 $4,189 $3,689 $4,788 
Funds generated from 
operations before current 
income taxes ..... 1,605 1,703 1,165 1,647 


Income before extraordinary 


INGINS cea ies Sere 786 906 Sie 728 
Net incomes 35 scien =e 948 1,093 680 834 
Net income pershare ... $046 $052 $033 $ 0.41 


During the first and second quarters the Company 
failed to record, in error, the tax benefits arising from 
earned depletion in the Canadian tax calculation. Ac- 
cordingly, the financial data set out in the above table 
has been restated to reflect the required adjustment. 
The interim financial information set out in this note has 
not been subjected to a limited review by the Com- 
pany’s external auditors. 


Auditors’ Report 


DELOITTE, HASKINS & SELLS 


Chartered Accountants 
700-202 SIXTH AVENUE S.W., CALGARY, ALBERTA T2P 2R9 


To the Shareholders of 
Canadian Merrill Ltd.: 


We have examined the consolidated statement of financial position of Canadian Merrill Ltd. 
as at June 30, 1977 and the consolidated statements of operations and changes in financial 
position for the year then ended. Our examination was made in accordance with generally ac- 
cepted auditing standards, and accordingly included such tests and other procedures as we con- 
sidered necessary in the circumstances. The consolidated financial statements of Canadian Mer- 
rill Ltd. for the year ended June 30, 1976 were examined by other chartered accountants whose 
report dated September 15, 1976 expressed an unqualified opinion on those statements. 


In our opinion, these consolidated financial statements are properly drawn up so as to 
exhibit a true and correct view of the state of the affairs of the company as at June 30, 1977 and 
the results of its operations and the changes in its financial position for the year then ended, in 
accordance with generally accepted accounting principles applied on a basis consistent with that 
of the preceding year. 


September 23, 1977 Auditors 


V7, 


qn) Canadian Merrill Ltd. 


Management’s Discussion and Analysis of 
The Summary of Operations 


FISCAL 1977 COMPARED TO FISCAL 1976 


Revenue, pre-tax cash flow and net income, increased significantly due to: (a) higher production of natural 
gas and crude oil, up 24.3% and 7.1%, respectively; and (b) higher average wellhead prices for natural gas and 
crude oil, up 33.8% to $1.16 per Mcf and 5.2% to $9.09 per barrel, respectively. 


Higher gas production resulted primarily from new gas fields being placed on production in the spring of 1977 
combined with a full year’s effect of other new gas production which commenced in early 1976. This result was 
achieved despite gas sales curtailments in 1977 as a consequence of a market over-supply situation. 


General and administrative expenses increased by 31.6% due to the higher payroll and benefit costs as- 
sociated with an increase in the Company’s management and professional staff and the higher occupancy costs 
of the Company’s new and expanded offices. 


The loss of $192,000 on the translation of U.S. currency into Canadian results from the application of FASB 
Statement No. 8, whereby all U.S. dollar long-term debt is converted at the year-end exchange rate into the 
Canadian equivalent as though the purchase of U.S. funds with Canadian funds would be necessary to retire the 
debt at that time. To the extent that income from Merrill’s U.S. oil and gas production is generated to repay the 
U.S. dollar debt or that the exchange rate between the respective currencies varies from time to time, continuing 
gains or losses will be recorded. 


Interest charges were, in aggregate, approximately equal to those incurred in 1976 despite a higher average 
debt outstanding due to the lower effective interest rates applicable throughout all of fiscal 1977. 


FISCAL 1976 COMPARED TO FISCAL 1975 


Revenue and net income from oil and gas operations increased significantly as the result of: (a) higher 
production of natural gas (up 34.6%) due to the effect of a full year of production from the properties purchased 
from former participants of Provident sponsored drilling fund programs effective January 1, 1975 and further new 
reserves put into production in early 1976; (b) higher average wellhead prices for natural gas, 86.7¢ for fiscal 1976 
versus 41.7¢ for fiscal 1975; and (c) higher crude oil production and average wellhead prices received. Crown and 
overriding royalties also increased as a percentage of total oil and gas production revenue to 33.5% from 27% for 
the previous year reflecting the higher provincial Crown royalty scale applicable to higher natural gas prices. 
Interest costs are double the fiscal 1975 experience reflecting higher average levels of indebtedness throughout 


1976 as compared to 1975 as a result of the purchase of producing properties in early 1975, and higher rates of 
interest. 


FISCAL 1975 COMPARED TO FISCAL 1974 


Revenue from oil and gas operations increased significantly as the result of: (a) higher production of natural 
gas (up 29%), primarily from the purchase of producing properties from former participants of Provident spon- 
sored drilling fund programs effective January 1, 1975 and new reserves put on production in January, 1975; (b) 
higher average wellhead prices for natural gas; and (c) higher average wellhead prices for crude oil despite a 
decline in actual production. However, offsetting these revenue gains were more significant increases in Govern- 
ment royalties, averaging over 27% of gross revenues for 1975 versus approximately 19% for 1974. Interest costs 
on bank borrowings were higher as the result of the purchase of proven reserves in early 1975. Interest costs 
applicable to the 6'/2% income debenture, which are not deductible for income tax purposes, are included in the 
fiscal 1975 results for a full year versus a four month period applicable to fiscal 1974. 


STOCK PRICE 

The following table indicates the quarterly high bid and low bid prices for the common 
stock of the Company on the Toronto Stock Exchange for the last two fiscal years of the 
Company. 


Fiscal 1977 Fiscal 1976 


First Quarter ; $ 8.75 $ 6.00 $4.40 
Second Quarter : 9.12 6.00 4.65 
Third Quarter d 12.50 6.75 5.25 
Fourth Quarter 5 12.87 10.62 6.00 


WS) 
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qn) Canadian Merrill Ltd. 


Five Year Financial Review 


(Thousands of dollars, except per share amounts) 


Revenue: 
Oil and gas production;revenue: “a. se =e 
Crown and overriding royalties paid .......... 


Interest’ andiother income mes see tmere ess sae neces 


Costs and Expenses: 

Productionvand operatitq) yess etre cree bee ee 
General and administrative. "> ee. sas 1 2) pee wore 
interest:— long-term. ee ee, et ewe 

=— Short-term. > Site aust meee ou aed ene eee 
Interest on income debenture ............ 
Mining exploration? ©. ar ideee eo ay Sao eee, ae cane 
Loss on translation of foreign currency ...... Se 


Funds Generated from Continuing Operations, 
before "incomestaxeSi) Ahern cee tee) ee er 
Per common, share <> i. Stu aes ehan ok er ge 
Depletion and :depreciation.... guyasatesc) & na et ee eee 


income: before incomestaxeS 0 auras narmnr it nde ene we 
Income Taxes 
Current (Provincial Royalty tax credit) ......... 
Detened tee as ree is CE a: Gc ce en ee 


Income: from: Continuing OperationSme a ee eee 
(Loss) Income from Discontinued Operations ........ 
Income before Extraordinary Items ............ 

Percommon'share aa! ts: ce eae meen oar Tare a 
Provision for decline in value of marketable securities ... . 
Gain-(loss)-on sale ofshares «Menai wees saa be 
Gainon.sale: of drillinigorig 2 42 amene rine Seep wee ne 
Reduction of income taxes «0.5 i-mate meena 8.) ree na 
Gain on disposal of non-current assets 

related to discontinued operations .:........ 


Netiincome: forthe: Yeats is. a eae ee eo 


Per Common Share 


Year Ended June 30 


1977 1976 1975 1974 1973 
$16,181 $10,382 $4553 $2,486 $1,474 
5,486 3,475 1,240 480 191 
10,695 6,907 3,313 2,006 1,283 
150 170 103 115 18 
10,845 7,077 3,416 2,121 1,301 
1,563 1,012 673 456 324 
1,477 dii22 788 616 301 
969 oes 552 464 266 
116 = = = = 
260 260 260 87 = 
148 = = = = 
192 = = — — 
4,725 3,527 2,273 1,623 891 
6,120 3,550 1,143 498 410 
$295) $4176 $ 057. $025 memoco 
1,816 1,195 782 426 293 
4,304 2,355 361 72 117 
(1,000) (709) (256) ae = 
2,372 1,371 417 74 99 
1,372 662 161 74 99 
2,932 1,693 200 (2) 18 
as (296) 237 652 453 
2,932 1,397 437 650 471 
$142.13 0:69" $1 10:0208 Gs 0ccmmes mod 
= an (300) (300) aa 
= 11 == 38 (28) 
— os = = 59 
623 428 358 sl = 
- 151 = = = 
$3,555 $1,987 $ 495 $ 388 $ 502 
$ 1.72) °$ 099 ($ 025 9S" 01G maces 
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(iy Annual Report to December 31, 1977 


Comparative Highlights 


Six Months Twelve Months 
December 31 December 31 Increase June 30 
1977 1976 Per Cent 1977 
Financial 
Revenue by source: 
Oil and gas production ...... $10,432,000 $ 7,761,000 34.4 $16,181,000 
Interest and other income 58,000 93,000 (37.6) 150,000 
GiOSSTEVeNnUG ws esa eee ee a 10,490,000 7,854,000 33.5 16,331,000 
Cash flow from operations ...... 3,807,000 3,307,000 ee 6,120,000 
PESEIEUEL Glee bo ne oe eee its)s 1.60 2.95 
Earnings before extraordinary items 1,685,000 1,671,000 = 2,932,000 
PER SMALG i erred Bitte a hate gins .70 81 1.42 
Net earnings forthe period ...... 1,685,000 2,020,000 (16.6) 3,555,000 
Remsiaiell aati k 5. fe a, .70 .98 1e72 
Capitalexpenditures ......... 6,551,000 6,862,000 (4.5) 11,246,000 
Working capital balance (deficit) 1,640,000 (3,090,000) — (2,460,000) 
Total capitalemployed ........ 41,840,000 27,973,000 49.5 32,501,000 
Shares outstanding — average 2,416,018 2,070,578 16.7 2,072,224 
Operating 
Natural gas production, net before 
royalties: 
Total — million cubic feet 6,496 5,891 10.3 11,821 
Daily average — million cubic feet 35.3 32.0 32.4 
Oil production, net before royalties: 
Mote — Darrels) a. 47° ee 124,454 127,126 (2.1) 240,875 
Daily average — barrels ..... 676 691 660 
Number of net productive wells: 
CN et ee ie Ae ee a Se 130.9 108.5 20.6 120.3 
IM, or et ae yee ree a 64.9 64.7 — 64.9 
Acreage holdings: 
Gloss Ves cies oe ety cre ae 655,721 827,670 (20.8) 804,730 
Note 9 tne rere ees ges ees 363,480 379,055 (4.1) 394,249 


Report 
to the 


Shareholders 


This is the Company’s first Decem- 
ber 31 year-end Annual Report 
following approval by the 
shareholders in October, 1977 to 
change the year-end from June 30. 
As the Company published an Annual 
Report for the fiscal year ended 
June 30, 1977, the comparative 
figures in this report are for the 
six-month periods ended December 
31, 1977 and 1976, respectively. 


Financial Review 


Gross revenue from oil and gas 
operations for the six months ended 
December 31, 1977 increased 34% to 
$10,432,000 from $7,761,000 in the 
same period in 1976. Pre-tax cash 
flow increased to $3,807,000 from 
$3,307,000 in 1976. Earnings before 
extraordinary items in 1977 were 
$1,685,000 or 70¢ per share 
compared with $1,671,000 or 81¢ per 
share (66¢ per share, fully diluted). 
Net earnings after extraordinary items 
to December 31, 1977 were 
$1,685,000 or 70¢ per share 
compared with $2,020,000 or 98¢ per 
share (78¢ per share, fully diluted) 
last year. 


The Company’s $4,000,000 Secured 
Convertible Income Debenture was 
converted during the period into 
666,667 common shares. The fully 
diluted earnings per share noted 
above for the six months ended 
December 31, 1976 assume the 
conversion of the income debenture 
and exercise of all outstanding 
employee stock options as at July 1, 
1976. 


Net earnings, before extraordinary 
items, in the respective fiscal periods 
were virtually unchanged despite the 
substantial improvement in gross 
revenues in the 1977 period. This is 
the result of increased production, 
operating and administrative costs, 
higher depletion charges and an 
increase in the effective tax rate in 
1977. 


The increased operating costs 
reflect major well servicing and 
maintenance programs on certain of 
the Company’s producing properties 
in order to maintain or increase 
productivity. The higher administra- 
tive costs are related to a significant 
expansion in the Company’s 
management and technical staff. The 
benefits from these increased costs 
will accrue to future operating 
periods. 


The Company has renegotiated its 
Canadian long-term bank production 
loans so that no principal repayment 
is due until 1982. This debt 
repayment moratorium will allow the 
Company to optimize its re-invest- 
ment programs in oil and gas 
exploration, development and 
acquisitions during the next several 
years when it is felt that opportunities 
will be abundant. 


The Company’s working capital 
balance at December 31, 1977 was 
$1,640,000 compared with a deficit of 
$2,460,000 at June 30, 1977, an 
improvement of $4,100,000. 


The statements for the twelve-month 
period from July 1, 1976 to June 30, 
1977, which include the December 


31, 1976 period, were audited. The 
December 31, 1976 comparative 
figures in the consolidated financial 
statements are unaudited because 
the cut-off used for the December 31, 
1976 figures has not been specifically 
audited. 


Exploration Review 


The Company drilled or participated 
in five gross (3.12 net) exploratory 
wells in the six months ended 
December 31, 1977. All of these wells 
were completed as indicated gas 
producers, one each in the Stanmore 
and Edgerton fields in Alberta and 
three in the Rock Canyon area, 
Colorado. 


The Company’s acreage holdings 
were reduced during this period, 
principally as the result of surrend- 
ering all of the acreage held in the 
Arctic Islands. Other reductions in 
Alberta acreage were partially offset 
by acquisitions in new potential areas 
in the province and in western 
Saskatchewan and northeastern 
British Columbia. 


Further exploratory work on the 
Antoinette Lake claims located near 
Chibougamau, Quebec did not 
establish a commercial ore body on 
this zinc, silver and gold prospect. No 
further work is planned on these 
claims in the immediate future. 


Production Review 


The Company drilled 16 gross (9.36 
net) development wells in the last six 
months of 1977. This drilling resulted 
in 7.43 net gas wells and 1.93 net 
abandonments. The overall success 
ratio was 81%. 


Natural gas production before 
royalties increased 10% to 6.5 billion 
cubic feet, an average of 35.3 million 
cubic feet per day. Crude oil prod- 
uction totalled 124,454 barrels or 676 
barrels per day which was a slight 
reduction from 1976. 


Corporate Review 


Hudson Bay Mining and Smelting 
Co., Limited increased its common 
share equity interest in the Company 
to 62% through the conversion of the 
$4,000,000 6'/2% Secured Con- 
vertible Income Debenture and the 
purchase of additional shares on the 
open market. On the conversion of 
this debenture, 666,667 common 
shares of the Company were issued 
to Hudson Bay which now owns 
1,704,002 Merrill common shares. 


The adverse effect of the current 
oversupply condition in the Canadian 
natural gas market will likely be 
reduced through short-term gas 
export arrangements with the United 
States. Such arrangements would 
help to maintain Canadian drilling 
activity and would also reduce 
Canada’s balance of payments deficit 
resulting from foreign oil imports. 


Despite the current market conditions, 
it is anticipated that Merrill’s gas sales 
will increase during 1978, particularly 


as the Rock Canyon wells come on 
stream. This production increase, 
combined with anticipated price 
increases, will result in improved 
revenues, cash flows and net 
earnings. 


As a result, the Company will 
continue to expand its exploration 
activities in the three Western 
Canadian provinces and maintain its 
development drilling program in the 
Rock Canyon area, Colorado, and in 
selected Western Canadian 
prospects. 


Your Directors wish to acknowledge 
with thanks the contribution made by 
Merrill’s employees to the Company’s 
growth and to its future prospects. 


Me (Asa, 


H. ReKunyk 
Chairman of the Board 


Calgary, Alberta 
March9, 1978 


Operations 


Exploration and Development 


ALBERTA 


The Company continued an active 
drilling program in the Stanmore area. 
One exploratory well and three 
development wells were completed 
as gas producers. Data from an oil 
discovery, reported in the first half of 
1977, are currently being reviewed 
prior to undertaking a drilling program 
to develop this oil zone. Additional 
exploratory and development drilling 
will be undertaken in 1978 to evaluate 
undeveloped acreage. 


The Company also acquired, with 
partners, options on 17,120 acres in 
the Stanmore-Sunnynook- 
Youngstown area on which a seismic 
program has been completed. Drilling 
will commence on these lands early in 
1978. 


In the Edwand area, the Company 
participated in drilling four wells, three 
of which were completed as gas 
wells. Additional infill wells have been 
planned for 1978. 


In other areas of Alberta, gas wells 
were completed at Birch (30.2%), 
Edgerton (15% ORR) and two wells 
at Medicine Hat (8.75%). 


Drilling plans have also been finalized 
for the Birch, Warwick, Peco, 
Leismer, Lyle Lake and Steen River 
areas in Alberta. 


SASKATCHEWAN 

The Company acquired a 33.3% 
interest in the Livelong area (38,400 
acres) and the Peck Lake area (1,920 
acres) on which seismic programs 
have been completed. A program of 
four exploratory wells will be drilled in 
1978 to evaluate the Cretaceous 
sands. 


BRITISH COLUMBIA 


The Pacific Provident Fox d-60-D 
well, reported as an oil well in the 
1977 Annual Report, encountered 
water production problems shortly 
after being placed on production and 
was suspended pending a review of 
all well data. 


COLORADO 


In the Rock Canyon area, the 
Company drilled three exploratory 
and four development gas wells. Five 
of these were 100% wells, with the 
remaining two being 62.5% and 50% 
interest wells. A program of seven 
wells has been scheduled for 1978. 


Production Operations 


Merrill and its subsidiary companies 
held interests in 231 gross gas wells 
(130.9 net gas wells) and 376 gross 
oil wells (64.9 net oil wells) at 
December 31, 1977. These producing 
properties are located primarily in the 
Province of Alberta and the States of 
Colorado, Montana and Wyoming. 


The Company’s gas production, 
before royalties, increased 10% to 6.5 
billion cubic feet (85.3 million Cubic 
feet per day) in the six months ended 
December 31, 1977 from 5.9 billion 
cubic feet (32.0 million cubic feet per 
day) in the same period in 1976. 
This increase was primarily due to 
the expansion of the Company’s 
Stanmore gas plant and gathering 
system that was completed in early 
1977. The level of gas production in 
the last six months was lower than 
anticipated following curtailments in 
the Company’s Alberta gas 
production as a result of current 
market oversupply conditions and 
delays by the gas purchaser in 
completing production facilities to 
serve Merrill's gas wells in Colorado. 


Merrill’s oil production, before 
royalties, was slightly lower in the six 
months ended December 31, 1977 at 


DRILLING RESULTS — SIX MONTHS TO DECEMBER 31, 1977 


GROSS WELLS (NET WELLS) 


EXPLORATORY 
GAS OIL DRY GAS 


2( .12) = = 9 (4.30) 
3 (3.00) = = 4 (3.13) 


5 (3.12) = = 13 (7.43) 


EXPLORATORY 5 (3.12) 


= 3 (1.93) 


DEVELOPMENT 16 (9.36) 


DEVELOPMENT TOTAL 
OIL DRY GAS OIL DRY 


= 3 (1.93) Tien 3 (1.93) 
= = 7(613) = _ 


18 (10.55) — 3 (1.93) 


TOTAL 21 (12.48) 


124,454 barrels (676 barrels per day) 
compared with 127,126 barrels (691 
barrels per day) last year. 


The average gas price received by 
Merrill for Canadian gas sales 
increased to $1.40 per thousand 
cubic feet (Mcf) from $1.16 per Mcf in 
the fiscal year ended June 30, 1977. 
The Company’s average oil price was 
$10.69 per barrel in the last six 
months compared with $9.09 to June 
30, 1977. The majority of Merrill's gas 
production from the Rock Canyon 
area, Colorado, is under contract for a 
base price of $1.48 per Mcf plus a 
BTU adjustment that can be as great 
as 30¢ per Mcf. 


During 1978 new gas compression 
facilities will be placed on stream at 
Baxter-Wainwright and Edgerton 
which will increase gas sales from 
these fields. 


An experimental production program 
in the Princess oil field late in 1977 
resulted in a five-fold increase in oil 
production from this field. This 
program will be expanded in 1978 
and continued success could result in 
additional development drilling. 


Gas gathering systems will be 
extended to tie in additional gas 
reserves in the South Edwand and 
Sunnynook fields which are under 
contract but not currently on 
production. 


Reserves 

The Company’s proved and probable 
crude oil, natural gas liquids and 
natural gas reserves, before 
deducting royalties, are summarized 
in the following table. 


These reserve estimates are based 
on evaluations by Merrill's 
engineering staff. 


RESERVES 
Company Share Dec. 31 June 30 June 30 
Gross Reserves 1977 1977 1976 
Pipeline Natural Gas — 

BillloniCubicy ECCt amen 423 431 290 
Crude Oil and 

Natural Gas 

UieWRS—= BREWED 5. 2 2 a oo 2,450,000 2,471,000 2,081,000 


Acreage Holdings 

At December 31, 1977, the Company 
and its wholly-owned subsidiaries 
held interests in 655,721 gross acres 
of petroleum and natural gas rights 
equivalent to 363,480 net acres. This 
reflects a reduction in holdings since 


June 30, 1977 as a result of lease 
selections made out of large acreage 
blocks in Alberta and the surrender of 
the Company’s holdings in the Arctic 
Islands. 


f 


ACREAGE December 31,1977 June 30, 1977 
Gross Net Gross Net 
Location Acres Acres Acres Acres 
Alberta Psa ke 492,641 273,432 545,196 297,029 
Sys) (GOWMOE 5 5 5 6 5 5 6 30,140 14,222 11,673 4,988 
SEEIEMCIEWEM = 5 6 . a u 6 6 40,560 13,584 39,600 13,264 
ATCUGH| SAIC Siena eee ne —_— “= 114,146 19,024 
United: Statesmeumen cme cmeomncer 92,380 62,242 94,115 59,944 
655,721 363,480 804,730 394,249 


qn) Canadian Merrill Ltd. 


Consolidated Statement of Operations 


(in Canadian dollars) 


Six Months Ended Year Ended 
December 31, June 30, 
1977 1976 1977 
(Unaudited) 
Revenue: 
Oil and gas production. a. ema. en ee $10,432,000 $7,761,000 $16,181,000 
Crown and overriding royalties paid ......... 3,742,000 2,597,000 5,486,000 
6,690,000 5,164,000 10,695,000 
Interest-and other: income: 7 424.8 ao. a eee 58,000 93,000 150,000 
6,748,000 5,257,000 10,845,000 
Costs and Expenses: 
Production. and operatiig wen. erin se ote 1,118,000 604,000 1,563,000 
General-and-administrative.) 2-35. © ne eee ee 923,000 649,000 1,477,000 
Interest.on long-term debt >. = sa. ees, eee 545,000 487,000 969,000 
Interest on short-term debt ........:.... 94,000 23,000 116,000 
Interest-orincome debenture: 295 = 50 io 3 = ee ee — 130,000 260,000 
Mining exploration: 27 3. 20e-1 0 Wee ie ake eee cee rome 83,000 57,000 148,000 
Loss on translation of foreign currency 178,000 =- 192,000 
2,941,000 1,950,000 4,725,000 
Funds generated from operations 
before current income taxes ........ 3,807,000 3,307,000 6,120,000 
Depletion andidepteciations ©... semen eaves et nea a 1,066,000 896,000 1,816,000 
Earnings: Se1ore: Income: | aXxeS = ses ee eee 2,741,000 2,411,000 4,304,000 
Income Taxes (Note 6): 
Current (Provincial royalty tax credit) .....2.2.. (500,000) (500,000) (1,000,000) 
BIS) (21a (1 Mime Aer ey eR eaten as. qt ae RON ee eR 1,556,000 1,240,000 2,372,000 
1,056,000 740,000 1,372,000 
Earnings before extraordinary item ........... 1,685,000 1,671,000 2,932,000 
ReduCctION Of INCOME taxes mm. amram (any ee creer te — 349,000 623,000 
Net Earmings Orc.ne) bP Crit ass: cumin arr iaer omen ney ae $ 1,685,000 $2,020,000 $ 3,555,000 
Earnings per common share (Note 11): 
Belore.extracrdinary tein a saan mee Sue enn $ 0.697 $ 0.807 1.415 
EXtraordinalry it@timeas arcs so mee semen eon ede or — 0.169 0.301 
Net Earnings, For the: Period mma ee an ee $ 0.697 $ 0.976 1.716 


See accompanying notes 


(W) Canadian Merrill Ltd. 


Consolidated Statement of Changes in 


Financial Position 


Six Months Ended Year Ended 
(in Canadian dollars) December 31, June 30, 
1977 1976 Yas 
(Unaudited) 
Working capital was provided by: 
Operations — 
Funds generated before current 
INCOMOUAXCS Mareen ate nes Re. a) eae at. $ 3,807,000 $ 3,307,000 $ 6,120,000 
Provincial TOVALVtaxsCredita. . os- yah" 2.4, hee x vs 2s 500,000 500,000 1,000,000 
4,307,000 3,807,000 7,120,000 
IssueOl share capital (NOlG 7). 9a). oe ee 4,057,000 301,000 301,000 
NeWwalond tenn Cebimemantara tt ee. Coe Pst a os 5,259,000 1,240,000 4,389,000 
Reclassification of current portion 
SHCODMOTONG CUT Men eto s eae feeds, oe on 1,824,000 — =< 
Collection of notes and mortgages 
LOC CIVODIC Me erm Mirna ye Min eh NG ha Sie sg 360,000 292,000 306,000 
Decrease (increase) in advances to 
QUMNCHUDC PLOCTAMS (ame ersn a eee eg hye ees 132,000 (18,000) 18,000 
Sale of properties and equipment .......... 60,000 a= — 
QUST: 3 EA ea ore ee 5,000 12,000 12,000 
16,004,000 5,634,000 12,146,000 
Working capital was used for: 
Additions to properties and equipment ........ 6,551,000 6,862,000 11,246,000 
Reduction of long-term debt (Note 7) ........ 5,156,000 955,000 2,004,000 
Notes and mortgages receivable .......... 60,000 — 449,000 
OUIEE 6 2S a eer, oa 137,000 — = 
11,904,000 7,817,000 13,699,000 
Increase (Decrease) In Working 
SavitaOmheurenOG secant) clic de 1s) Soe aha oo le $ 4,100,000 $(2,183,000) $(1,553,000) 
Changes in components of working capital: 
Increase (decrease) in current assets — 
CRG) TOL ee ST ee Se ee ee 519,000 40,000 — 
ACCOUMIS TOCOIVADIC LEY ie ta Ane, ala Ue tae Bly A 797,000 205,000 683,000 
Provincial royalty tax credit 
FOCOIV AL Cre rice ner rt Saver myth ast oe cc 198,000 462,000 578,000 
EQUI GICILINIVGnLOLY wenn tonite, (Save oo, en 88,000 — 577,000 
UNC MR A er ne waa Rs re ae Ge) a ty (97,000) 167,000 82,000 
Note and mortgage payments due 
WITHIN ONG AVOGl gener, tame Mc hina wl a Ory a) lhe oe pte (81,000) — (47,000) 
1,424,000 874,000 1,873,000 
Less: 
Increase (decrease) in current liabilities — 
Bank demand loans and indebtedness ..... . (1,114,000) 860,000 839,000 
Accounts payable and accrued 
HADI S Mame rine tines Mclean ea ea A a 154,000 2,117,000 2,189,000 
Current portion of long-term debt ........ (1,716,000) 80,000 398,000 
(2,676,000) 3,057,000 3,426,000 
Increase (Decrease) in Working Capital ......... $ 4,100,000 $(2,183,000) $(1,553,000) 


See accompanying notes 


(i) Canadian Merrill Ltd. 


Consolidated Statement of Financial Position 


(in Canadian dollars) 


Current assets: 
Cash? . 2. os ee Ec: Berens tha ee se eee re 
Accounts receivable 
Provincial royalty tax credit receivable 
Equipment:inventoryco 52) oye acca es nce ee ae meen 
Prepaid expenses and deposits) Si s- <) fhe ss ales = ones 
Note and mortgage payments due within one year 


Current liabilities: 
Operating bank loans and indebtedness 
Accounts payable and accrued liabilities 
Current portion of long-term debt 


Working capital (deficiency) 


Properties and equipment: 
Petroleum and natural gas leases, rights, exploration 
and development costs thereon, less accumulated 
depletion of $3,695,000 (June 30, 1977 — $3,049,000) 
Equipment, less accumulated depreciation of $1,516,000 
(June 30, 1977 — $1,217,000) 
Other, less accumulated depreciation of $272,000 
(June 30, 1977 — $198,000) 


Other assets: 
Nolesrand morigages (eceiVablonmisertsy cts ean aon eee 
Unamortized costs — discontinued mining and 
milling.operations:.(Note/3)3 aims a anal ek oo nae 
8 i) 2| ete or a LA ae Met tk tc ea rai tin  oa Me OE ee 


Capital employed 


Represented by: 
Long-term debt (Note 5) 
Deferred income taxes 


Shareholders’ equity: 
Capitalistock (Notes /) ais Siete tee Metre te ener 
Retained earnings (Note 8) 


Capital emoloyedh oe). mare feats cna 2 Maem Gale ck shar heen 


APPROVED BY THE BOARD 


H. REKUNYK, Director 


See accompanying notes 


December 31, June 30, 

1977 1977 

$ 519,000 — 
3,712,000 2,915,000 
1,500,000 1,302,000 
665,000 577,000 
18,000 115,000 
305,000 386,000 
__ 6,719,000 5,295,000 
— 1,114,000 
4,486,000 4,332,000 
593,000 2,309,000 
5,079,000 7,755,000 
1,640,000 (2,460,000) 
26,714,000 22,817,000 
10,960,000 9,595,000 
1,065,000 856,000 
38,739,000 33,268,000 
784,000 1,085,000 
428,000 476,000 
249,000 132,000 
1,461,000 _ 1,693,000 
$41,840,000 $32,501,000 
$15,906,000 $13,847,000 
__ 723,000 __ 5,185,000 
_ 22,629,000 _ 19,032,000 
11,050,000 6,993,000 
8,161 ,000 6,476,000 
19,211,000 _ 13,469,000 
$41,840,000 $32,501,000 


J. M. THOMSON, Q.C., Director 


(i) Canadian Merrill Ltd. 


Notes to the Consolidated Financial Statements 


December 31, 1977 


1. Summary of significant accounting policies: 


The consolidated financial statements have been pre- 
pared in accordance with accounting principles gener- 
ally accepted in Canada. They are also in conformity in 
all material respects with accounting principles gener- 
ally accepted in the United States. 


Principles of consolidation — 


The consolidated financial statements include the ac- 
counts of Canadian Merrill Ltd. and its subsidiaries, all 
of which were wholly-owned at December 31, 1977 and 
June 30, 1977. 


Foreign currency translation — 


Assets and liabilities carried in a foreign currency (U.S. 
dollars) have been translated to Canadian dollars in 
accordance with Financial Accounting Standards Board 
Statement No. 8, as follows: 


Current assets and liabilities and non-current liabilities 
at exchange rates prevailing at the date of the balance 
sheet, non-current assets at the exchange rates prevail- 
ing when acquired and revenues, costs and expenses 
at the monthly average rate of exchange. Translation 
adjustments are included in the determination of net 
earnings. 


Inventory — 

Equipment inventory, consisting primarily of tubular 
goods for gas field development, is valued at the lower 
of average cost or net realizable value. 


Oil and gas drilling fund programs — 

Pursuant to the authority granted to it as manager of 
certain oil and gas drilling programs, a subsidiary com- 
pany, Provident Resources Ltd. (“Provident”), finances 
continuing programs’ activities by term production bank 
loans, secured by assignments of title to certain prog- 
ram properties. 

Advances to the drilling programs, amounting to 
$72,000 (June 30, 1977 — $204,000), have been allo- 
cated against equal amounts of term production bank 
loans. 


Properties and equipment — depletion, depreciation 
and amortization — 

Oil and gas properties and equipment — 

The Company follows the full cost method of account- 
ing for petroleum and natural gas properties whereby 
all costs relating to the exploration for and development 


of oil and gas reserves are capitalized. Such costs in- 
clude acquisition costs, geological costs, exploration 
overhead, carrying charges of non-producing properties 
and costs of drilling both productive and non-productive 
wells. Production equipment and gas facilities are re- 
corded at cost. Depletion and depreciation are provided 
using the unit of production method based on estimated 
proven reserves of oil and gas for the respective Cana- 
dian and foreign cost centres. No gains or losses are 
recognized upon the sale or disposition of properties 
except under circumstances which result in major dis- 
posals of reserves. 


In December, 1977, the Financial Accounting Stan- 
dards Board issued Statement of Financial Accounting 
Standards No. 19 which will require oil and gas produc- 
ing companies, using accounting principles generally 
accepted in the United States, to follow a form of suc- 
cessful efforts accounting. In general terms, unsuccess- 
ful exploration costs will be charged directly to earnings 
rather than being capitalized and amortized over future 
periods. 


The Company is currently reviewing the impact of this 
new FASB requirement on its financial results because 
it reports to the Securities and Exchange Commission. 
The Company has not yet determined whether it will 
adopt this change in accounting method. Due to the 
complexity of the change, time has not permitted the 
Company to quantify the effect of this proposed 
change from the full cost to the successful efforts 
method on earnings or shareholders’ investment. How- 
ever, the Company does not anticipate that any re- 
statement would affect its ability to comply with the 
covenants of debt or other agreements. 


Discontinued mining and milling operations — 


Mining-mill buildings and equipment are carried at their 
unamortized cost which is estimated to be not greater 
than net realizable value. Production from the related 
copper ore body ceased in June, 1975. The remaining 
cost of these assets is being amortized over the term of 
the lease with respect to the land upon which they are 
situated. 


With the exception of costs related to the Perch River, 
Quebec mining claims, all exploration costs have been 
written off. While work to date has not established a 
proven ore reserve, the Company intends to continue 
to hold the Perch River claims. 


The remaining period of amortization (approximately 
four years at December 31, 1977) for both mining-mill 


buildings and equipment and the Perch River explora- 
tion costs represents the anticipated maximum holding 
period during which sale and/or exploration possibilities 
will be considered. 


Deferred income taxes — 


Drilling exploration and lease acquisition costs and de- 
preciation in excess of the related amounts provided in 
the accounts have been claimed for income tax pur- 
poses. The result of this practice has been to defer 
payment of income taxes otherwise payable to those 
future periods when the amount claimed for income tax 
purposes will be less than the amounts charged in the 
accounts. 


2. Change of year-end: 


At a meeting on October 31, 1977, the shareholders 
ratified a change of year-end from June 30 to De- 


cember 31, effective December 31, 1977. As a result, . 


to provide the shareholders with appropriate compari- 
sons, the consolidated statements of operations and 
changes in financial position include figures for both the 
year ended June 30, 1977 and the six months ended 
December 31, 1976 (unaudited). 


3. Unamortized costs — discontinued mining and 
milling operations: 


December June 
Silk 30, 
1977 1977 
Mining-mill buildings and alae Tin Me. wy oy 
at cost ae . . . . $1,407,000 $1,408,000 
Accumulated depreciation and 
amortization ee ,209,000 1, 188,000 
ihe : 198,000 220, 000 
Deferred costs related to mining claims, 
net of accumulated amortization of 
$127,000 (June 30, 1977 — 
$101,000) 7 230, 000 256,000 


38 428, 000 $ 476,000 


4. Bank loans and indebtedness: 


The Company has an approved operating line of credit 
in the amount of $3,500,000. Operating bank loans and 
indebtedness are secured by a general assignment of 
accounts receivable, a floating charge debenture cover- 
ing the assets of Provident and an assignment of in- 
terests (as well as the interests of the drilling fund prog- 
rams) in petroleum and natural gas properties, together 
with specific assignments of production therefrom; in- 
terest on demand loans is presently the Canadian 
prime rate (8%4% at December 31, 1977). 


5. Long-term debt: 
December June 
Sip 30, 
1977 1977 


Secured convertible 6/2% income 
debenture, due October 31, 1989, 
repayable in annual instalments of 
$400,000 commencing on October 31, 
1980; convertible into common shares 
at $6 per share to February 28, 1979 
and $7 per share thereafter to 
February 28, 1984; converted in 


Octobemal OZ, (NOtCH/) a en Oe $ 4,000,000 


Term production bank loans, 
interest at ¥4 of 1% over the Canadian 
prime rate evidenced by demand 
notes, secured as outlined in Note 4, 
repayable $116,000 Canadian 
monthly commencing in January, 
1982 to 1987 te Rie 


8,342,000 7,133,000 


Term production bank loans, 
interest at ¥4 of 1% over Royal Bank 
Base Rate for U.S. loans in Canada 
(8%4% at December 31, 1977) 
evidenced by demand notes, secured 
as Outlined in Note 4, repayable 
$80,000 U.S. monthly commencing in 
January, 1982 to 1987. ($5,750,000 
U.S. Funds; June 30, 1977 — 
$3,200,000 U.S. Funds) 


6,275,000 3,388,000 


Term production bank loan, 
interest at 1%2% over The First 
National Bank of Denver, (““FNB of D”) 
prime rate (744% at December 31, 
1977), secured by a Mortgage, 
Security Agreement, and Assignment 
of Production on all producing 
properties located in the United 
States, evidenced by a demand note, 
repayable $21,000 U.S. monthly to 
1981 ($833,000 U.S. Funds; June 30, 
1977 — $958,000 U.S. Funds) 


912,000 1,016,000 


Mortgage bank loan, 
interest at 1% over the FNB of D 
prime rate, secured by a mortgage on 
an aircraft, evidenced by a demand 
note, repayable $30,000 U.S. 
quarterly to 1979 ($195,000 U.S. 
Funds; June 30, 1977 — $255,000 
U.S. Funds) 


213,000 270,000 


Gas pipeline advances, 
interest free due monthly to 1981 
($692,000 U.S. Funds; June 30, 1977 


— $329,000 U.S. Funds) 757,000 349, 000 


16, 499, 000 16, 156, 000 

Less: Current portion of long-term 
Gebt | eta ron aetna a 593,000 2,309,000 
$15.9 906, ,000 $13, 847, 000 


Principal repayments required in the respective curren- 
cies over the next five years are as follows: 


URS: Canadian 

Funds Funds 

ARCWARS ay fhe Se eee $542,000 Nil 
Tk & ok Vaca aie een a 496,000 Nil 
GSO Repeater 422,000 Nil 
qEROIE 5), 0 ere ee 255,000 Nil 
OC 2a wR I ery iia 963,000 $1,390,000 


6. Income taxes: 


The Company and each of its subsidiaries are required 
to file separate tax returns. Prior to fiscal 1975, provi- 
sions for current and deferred income taxes, recorded 
in the consolidated financial statements, related solely 
to the subsidiary companies. No provision for income 
taxes was required in the accounts of Canadian Merrill 
Ltd. (as a corporation) since its operations to June 30, 
1974, resulted in accounting losses. On a cumulative 
basis to June 30, 1974, its costs and expenses charged 
to operations exceeded the corresponding amounts 
deducted for tax purposes by approximately 
$3,900,000. Since the realization of the related possible 
future tax benefits was not virtually assured, they were 
not recorded in the accounts. Fiscal 1975, 1976 and 
1977 operations of Canadian Merrill Ltd. (as a corpora- 
tion) resulted in accounting income. The June 30, 1977 
consolidated provision for deferred income taxes in- 
cludes the taxes which would have been payable on 
this accounting income had these taxes not been re- 
duced (eliminated) by deducting, for tax purposes, pre- 
viously unclaimed costs in excess of the related 
amounts charged to operations in 1977. As a result of 
the foregoing, the excess of approximately $3,900,000 
was reduced to nil at June 30, 1977 and the related 
unrecorded possible future tax benefit was also re- 
duced to nil. 


In both the six-month period ended December 31, 1977 
and the year ended June 30, 1977, the provisions for 
income taxes differ from the amounts obtained by ap- 
plying the Canadian corporate income tax rate (approx- 
imately 47.0%) to the net earnings for the respective 
periods plus the provisions for income taxes, before ex- 
traordinary item. The reasons for these net differences 
are as follows: 


Six Months Twelve Months 
Ended Ended 
December 31, 1977 June 30, 1977 
% of % of 
Pre-Tax Pre-Tax 
$ Earnings $ Earnings 
Net earnings for 
the period $1,685,000 $2,932,000 
Add: Income tax 
provision 1,056,000 1,372,000 
Pre-tax earnings $2,741,000 100.0% $4,304,000 100.0% 
Computed 
“expected” 
tax expense $1,288,000 47.0% $2,023,000 47.0% 
Increase in taxes 
resulting from: 
(a) Non-deductible 
items: 
Crown royalties . . 1,433,000 2,102,000 
Income debenture 
interest. 2 1. . . — 122,000 
Loss on transla- 
tion of 
foreign currency 84,000 90,000 
Others See: 57,000 6,000 
1,574,000 57.4% 2,320,000 53.9% 
(b) Rate adjustments: 
Resource 
allowance (832,000) (1,255,000) 
Earned depletion (333,000) (521,000) 
(1,165,000) (42.5%) (1,776,000) (41.3%) 
(c) Provincial royalty 
tax credits and 
rebates 
recoverable: (641,000) (23.4%) (1,195,000) (27.8%) 
Actual tax 
provision $1,056,000 38.5% $1,372,000 31.8% 


7. Capital stock: 


The Company has authorized capital stock of 2,000,000 
preferred shares of $5 par value and 10,000,000 com- 
mon shares of no par value issuable for a maximum 
consideration of $11,100,000. As at December 31, 1977, 
there were 2,751,137 (June 30, 1977 — 2,073,870) 
common shares issued and fully paid. 


Of the authorized but unissued common shares, 53,950 
are reserved for issuance to employees and Officers. 
Under the Incentive Stock Option Plan, options to purch- 
ase 2,470 shares at $5.00 per share are currently exer- 
cisable cumulatively in five equal annual instalments ex- 
piring in May 1979. 
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During the six-month period ended December 31, 1977, 
employee options covering 6,200 and 4,400 shares were 
exercised at prices of $5.00 and $5.85 per share respec- 
tively for an aggregate cash consideration of $56,740. 


On October 31, 1977, 666,667 shares were issued by 
the Company for the cancellation of its $4,000,000 672% 
Secured Convertible Income Debenture pursuant to the 
terms of the Debenture Agreement. 


During the year ended June 30, 1977, employee options 
covering 58,190 and 1,760 shares were exercised at 
prices of $5.00 and $5.85 per share respectively for an 
aggregate cash consideration of $301,246. 


8. Consolidated retained earnings: 


December 31, June 30, 
1977 USAT 
Balance, beginning of the period $6,476,000 $2,921,000 
Net earnings forthe period ..... 1,685,000 3,555,000 


$8,161,000 $6,476,000 


9. Contingent liabilities and commitments: 


The companies have commitments in the normal course 
of business, including Provident’s agreements to man- 
age the drilling fund programs. 


To the extent that bank loans referred to in Note 1 are 
not repaid from the proceeds of production from, or sale 
of, program properties, Provident would be directly liable. 


10. Remuneration of officers and directors: 


The Company has eight directors who received fees of 
$11,145 as directors (June 30, 1977 — $14,885) and 
eight officers, two of whom were also directors, who re- 
ceived remuneration of $112,265 (June 30, 1977 — 
$205,155 to eight officers, two of whom were also direc- 
tors) in their capacity as officers. 


11. Earnings per common share: 


Basic earnings per common share is based on the 
weighted average number of common shares outstand- 
ing during each period. No material dilution of the results 
for the six months ended December 31, 1977 would re- 
sult from the exercise of the employee stock options pre- 
sently outstanding (Note 7). 


Fully diluted earnings per common share for the year 
ended June 30, 1977 were based on the assumption that 
the 666,667 shares reserved for future issuance under 
the terms of the secured convertible income debenture 
and 13,300 shares with respect to which options were 
then outstanding under the Incentive Stock Option Plan 
had been issued at the beginning of the fiscal year. Earn- 
ings have been increased by the interest on the income 
debenture and earnings at 5% have been imputed based 
on the assumed after-tax interest which could have been 
earned on the funds received from the exercise of the 
options. 


Basic Fully diluted 
earnings earnings 

per common per common 

share share 

June 30, 1977: 

Earnings before extraordinary item $1.415 $1.160 
aiectolelineiayie > . & o o 2 4 - 0.301 0.227 
Net earnings forthe year ..... $1.716 $1.387 


Under United States accounting practice, basic and 
fully diluted earnings per share would not differ mate- 
rially. 


12. Anti-inflation legislation: 


The Company’s sale of domestic production is not sub- 
ject to the provisions of the Anti-Inflation Act as the sale 
of such products is already governed by the Petroleum 
Administration Act. However, the Anti-Inflation Act does 
impose certain restrictions with respect to employee 
and director compensation and dividends. In the opin- 
ion of management, the Company has in all material 
respects complied with the guidelines since their an- 
nouncement. 


13. Quarterly financial data (unaudited): 
Summarized quarterly financial data for the six-month 
period ending December 31, 1977 is as follows: 


Three Months Ended 
September 30, December 31, 


1977 1977 
(thousands except for per share amounts) 

‘Totabirevenue!o 5.26 oto a ee $4,670 $5,820 
Funds generated from 

operations before current 

INCOMe:taXCSiak = meard cane ee 1,672 2,135 
Net earnings for the period Goma cian 685 1,000 
Net earnings pershare ...... $ 0.33 $ 0.37 


The interim financial information set out in this note has 
not been subjected to a limited review by the Com- 
pany’s external auditors. 


Auditors’ Report 


DELOITTE, HASKINS & SELLS 


Chartered Accountants 
700-202 SIXTH AVENUE S.W., CALGARY, ALBERTA T2P 2R9 


To the Shareholders of 
Canadian Merrill Ltd.: 


We have examined the consolidated statement of financial position of Canadian Merrill Ltd. 
as at December 31, 1977 and the consolidated statements of operations and changes in financial 
position for the six months ended on that date and have obtained all the information and explana- 
tions we have required. Our examination was made in accordance with generally accepted audit- 
ing standards, and accordingly included such tests and other procedures as we considered 
necessary in the circumstances. 


In our opinion, and according to the best of our information and the explanations given to 
us and as shown by the books of the company, these consolidated financial statements are 
properly drawn up so as to exhibit a true and correct view of the state of the affairs of the 
company as at December 31, 1977 and the results of its operations and the changes in its 
financial position for the period then ended, in accordance with generally accepted accounting 
principles applied on a basis consistent with that of the preceding year. 


ea ore 


February 17, 1978 Auditors 


(i) Canadian Merrill Ltd. 


Management’s Discussion and Analysis of 
The Summary of Operations 


SIX MONTHS DECEMBER 31, 1977 COMPARED TO SIX MONTHS DECEMBER 31, 1976 


Production revenue increased by 34.4% due to: (a) higher production of natural gas, up 10.3%; and (b) higher 
average wellhead prices for natural gas and crude oil of $1.40 per Mcf and $10.69 per barrel, respectively. The 
higher gas production results primarily from additional gas wells placed on production in the spring of 1977, which 
affected only the six-month December 31, 1977 operations. Partially offsetting the additional gas production in 
1977 were sales restrictions imposed by the gas purchaser as the result of a current market oversupply situation. 


Royalties, expressed as a percentage of production revenue, were up slightly to 35.9% from 33.5% as a 
result of the higher royalty schedule applicable to the increased gas and oil prices. 


Production and operating costs were significantly higher in the 1977 period due to a major program of well 
servicing and maintenance conducted on certain of the Company’s producing properties. 


General and administrative costs have increased by 42.2% due to the higher payroll and benefit costs related 
to a significant increase in the Company's management and technical staff, the introduction of a pension plan and 
improved group insurance plan and higher occupancy costs of the Company’s new and expanded office facilities. 


Interest expense, in aggregate, has not changed materially for the comparative periods. However, interest 
expense, excluding the income debenture interest, is up due to the higher level of short and long-term bank 
indebtedness in 1977 versus 1976. As a result of the conversion by a major shareholder of the Company's 
$4,000,000 Secured Convertible Income Debenture on October 31, 1977 into common shares of the Company 
under the terms of the Debenture Agreement, no interest was applicable to the four-month period preceding the 
date of conversion. 


The loss of $178,000 on the translation of U.S. currency into Canadian results from the application of FASB 
Statement No. 8. No comparable loss exists for the 1976 period. 


As the result of the increased level of operating and administrative costs combined with the adverse effect of 
FASB No. 8, translation losses, pre-tax cash flow increased only 15.1%. 


Income taxes, expressed as a percentage of pre-tax income, are materially up to 38.5% from 30.7% due 
primarily to the increased weighting of disallowed Crown royalties contained in the 1977 operations as compared 
to 1976 which are not fully compensated for by the federal resource allowance and provincial royalty tax credits 
and rebates; see Note 6 to the Financial Statements. 


Net income before extraordinary items was virtually unchanged at $1,685,000 versus the 1976 results of 
$1,671,000. However, due to the conversion of the $4,000,000 Income Debenture into 666,667 common shares, 
as previously discussed, net earnings per the average outstanding number of common shares were down to 70¢ 
from 81¢ for the comparative period. The 1976 six-month period contained an extraordinary income item, reduc- 
tion of income taxes of $349,000, with the result that net income for that period was $2,020,000. 


JUNE 30, 1977 COMPARED TO JUNE 30, 1976 


Revenue, pre-tax cash flow and net income, increased significantly due to: (a) higher production of natural 
gas and crude oil, up 24.3% and 7.1%, respectively; and (b) higher average wellhead prices for natural gas and 
crude oil, up 33.8% to $1.16 per Mcf and 5.2% to $9.09 per barrel, respectively. 


Higher gas production resulted primarily from new gas wells being placed on production in the spring of 1977 
combined with a full year’s effect of other new gas production which commenced in early 1976. This result was 
achieved despite gas sales curtailments in 1977 as a consequence of a market oversupply situation. 


General and administrative expenses increased by 31.6% due to the higher payroll and benefit costs as- 
sociated with an increase in the Company’s management and professional staff and the higher occupancy costs 
of the Company’s new and expanded offices. 


The loss of $192,000 on the translation of U.S. currency into Canadian results from the application of FASB 
Statement No. 8, whereby all U.S. dollar long-term debt is converted at the year-end exchange rate into the 
Canadian equivalent as though the purchase of U.S. funds with Canadian funds would be necessary to retire the 
debt at that time. To the extent that income from Merrill’s U.S. oil and gas production is generated to repay the 
U.S. dollar debt or that the exchange rate between the respective currencies varies from time to time, continuing 
gains or losses will be recorded. 


Interest charges were, in aggregate, approximately equal to those incurred in 1976 despite a higher average 
debt outstanding due to the lower effective interest rates applicable throughout all of fiscal 1977. 


JUNE 30, 1976 COMPARED TO JUNE 30, 1975 

Revenue and net income from oil and gas operations increased significantly as the result of: (a) higher 
production of natural gas (up 34.6%) due to the effect of a full year of production from the properties purchased 
from former participants of Provident sponsored drilling fund programs effective January 1, 1975 and further new 
reserves put into production in early 1976; (b) higher average wellhead prices for natural gas, 86.7¢ for fiscal 1976 
versus 41.7¢ for fiscal 1975; and (c) higher crude oil production and average wellhead prices received. Crown and 
overriding royalties also increased as a percentage of total oil and gas production revenue to 33.5% from 27% for 
the previous year reflecting the higher provincial Crown royalty scale applicable to higher natural gas prices. 
Interest costs are double the fiscal 1975 experience reflecting higher average levels of indebtedness throughout 
1976 as compared to 1975 as a result of the purchase of producing properties in early 1975, and higher rates of 
interest. 


STOCK PRICE 
The following table indicates the quarterly high bid and low bid prices for the common stock of 
the Company on the Toronto Stock Exchange for the last two years. 


1977 1976 
FITS UCL Ct Ramer tana, en ys ee eae $15.00 $12.50 $ 6.75 $ 5.25 
Cyetara tg tel @lilfelgtaie 0, af Pe, eee ee eens eee 12.87 10.62 6.00 
WsigeMOelcy” Ae seer ee eee en eee 16.00 13387, 10.75 8.75 
EOUriiGuarters Maka aol Glo Ghee ee As 16.37 13°50 13.75 9.12 
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Five Year Review 


(dollar amounts in thousands except per share amounts) 


Financial: 


Oil and gas production revenue 
Crown and overriding royalties paid 


Interest and other income 


Production and operating 
General and administrative 
Interest expense 
Interest on income debenture 
Mining exploration and overhead 
Loss on translation of 
foreign currency 


Funds generated from operations 
before income taxes 
Per common share 

Depletion and depreciation 


Earnings before income taxes 
Income taxes 


Earnings (loss) from discontinued 
operations 


Earnings before extraordinary items 
Per common share 
Extraordinary items (net) 


Net earnings for the period 


Per common share 


Average shares outstanding 
Eong-lerm.debt, ane se. seem e 
Capital expenditures 
Total capital employed 


Operating: 


Gross production, net 
before royalties: 
Natural gas 
Total — million cubic feet 
Daily average — MMcf. 
Oil Production 
Total— barrels ..... 
Daily average — bbls. 
Gross reserves, net 
before royalties: 
Natural gas 
billions of cubic feet 
Crude oil 
thousands of barrels 
Number of net productive wells: 
Gas Perea YO Sa ie Be 
Oils So ge eee a 


Gross 


Canadian Merrill Ltd. 


Six Months 
Ended December 31, Year Ended June 30, 
1977 1976 1977 1976 1975 1974 
$ 10,432 $ 7,761 $ 16,181 $ 10,382 $ 4,553 $ 2,486 
3,742 2,597 5,486 3,475 1,240 480 
6,690 5,164 10,695 6,907 S313 2,006 
58 93 150 170 103 115 
6,748 5257 10,845 VAT 3,416 2,121 
1,118 604 1,563 1,012 673 456 
923 649 1,477 1,122 788 616 
639 510 1,085 1,133 552 464 
— 130 260 260 260 87 
83 57 148 — — — 
178 — 192 —_— —_— — 
2,941 1,950 4,725 3,527 2,273 1,623 
3,807 3,307 6,120 3,550 1,143 498 
Sees $ 1.60 $ 2.95 SS. ards! oS Whey S}. O25 
1,066 896 1,816 1,195 782 426 
2,741 2,411 4,304 2,355 361 72 
1,056 740 poe 662 161 74 
1,685 leGival 2,932 1,693 200 (22) 
— — — (296) 237 652 
1,685 nova 2,932 1,397 437 650 
GS (0,740) $0.81 Seenae $ 0.69 $ 022 $ 0.32 
— 349 623 590 58 (262) 
$ 1,685 $ 2,020 Sis.555 $ 1,987 $. 5495." $388 
$ 0.70 $ 0.98 $172 $ 0.99 oS Oe SS OAS 
2,416,018 2,070,578 2,072,224 2,013,920 2,013,920 2,013,920 
$ 15,906 Salilefali2 $ 13,847 $11,445 $14,847 $ 6,827 
$ 6,551 $ 6,862 $ 11,246 $ 6,447 $13,482 $ 2,304 
$41,840 $ 27,973 $ 32,501 $ 24,494 $ 24,734 $15,932 
6,496 5,891 11,821 9,512 7,068 5,482 
Bors 32.0 32.4 26.0 19.4 15.0 
124,454 127,126 240,875 224,831 181,245 204,695 
676 691 660 614 497 561 
423 n.a. 431 290 257 185 
2,450 n.a. 2,471 2,081 1,538 1,754 
130.9 108.5 120.3 107.3 88.2 63.1 
64.9 64.7 64.9 59.9 58.9 51.8 
655,721 827,670 804,730 879,540 806,037 3,232,219 
363,480 379,055 394,249 438,566 362,713 604,747 
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NOTES TO THE CONSOLIDATED 
FINANCIAL STATEMENTS 
For the Six Months Ended December 31, 1975 
(Unaudited) 
(in Canadian dollars) 
Note 1 — Income (Loss) From Discontinued Operations: 
Discontinued operations comprise the following: well servicing, 


oilfield equipment rental and custom milling and mining 
operations. 


Included in the determination of net income (loss) from discon- 
tinued operations are the following amounts for the respective 
periods: 

Dec. 31/75 Dec. 31/74 


Revenues from service operations $ 2,612,654 $3,953,974 
Revenue from custom milling 


ODETANUONS wma oe ioe Gane ee $ (34,972) $ 180,651 
Employee termination costs ...... $ 198,900 $ _ 
Mining exploration expense...... $ 49,687 $ 17,051 
Depreciation and amortization.... $ 195,375 $ 366,714 
Interesticharges'-<.5....22 +605. $ 98,772 $ 98,465 
Income taxes — Current......... $ 94,713 $ 17,400 

— Deferred 
(Recovery) .... $ (207,913) $ 186,481 


Note 2— Gain on Disposal of Well Servicing and Rental 
Equipment Assets: 


This account is comprised as follows: 
Book gain on sale of equipment 


(including capital gains of $509,356) ......... $1,446,367 
(Loss) on disposal of shares of an 80% 
OWNOOSUDSIONAlY tates ten. es apie e cos) ote (60, 163) 
1,386,204 
Deduct: Estimated income taxes applicable 
tonetgains, deterred aac s.5 cae. nciseks oe es es 596,000 
790,204 
Deduct: Allocation of goodwill attributable 
to well servicing operations for assets sold ...... 677,204 
Net gain on disposal of well servicing equipment ... $ 113,000 


It is anticipated that the total sales proceeds for the assets 
remaining unsold as of December 31, 1975 will be approximately 
$1,279,000 with a resulting net of tax gain of approximately 
$42,000 after the allocation of the remaining goodwill of $293,765 
attributable to these businesses. 


Note 3 — Certain 1974 figures have been restated to reflect the 
presentation adopted for the 1975 figures and an adjustment to 
the provision for currentincome taxes resulting from the introduc- 
tion of the Alberta Small Explorer Royalty Tax Credit Plan in 
December, 1974, retroactive to May 6, 1974. 


CONSOLIDATED STATEMENT OF 
RETAINED EARNINGS 
For the Six Months Ended December 31, 1975 
(with the 1974 figures for comparison) 
Six Months to: 


Dec. 31/75 Dec. 31/74 
Retained earnings: 


At beginning of period ........ $1,081,933 $ 587,381 

Add: : 

Net Income for the period...... 450,000 128,395 
1,531,933 715,776 

Deduct: 


Special taxes paid on 
undistributed income of 
SUOSICIARIES nes 6 sare sewers cc's 148,969 — 


Atendoftheperiod .......... $1,382,964 $) 715,006 


| AM 
Canadian Merrill Ltd. 


CONSOLIDATED STATEME GES 
POSITION 
For the Six Months Ended December 31, 1975 
(Unaudited) 
(in Canadian dollars) 


Six Months to: 
Dec. 31/75 Dec. 31/74 
(as restated) 
Working capital was provided by: 
Operations — 
Funds generated before current 
income taxes: 
Continuing oil and gas 


operations a... ae eae cee $1,157,000 Seie2.00me 
Discontinued operations 
(NOTE) eer soels a enciele arene (96,000) 729,049 
1,061,000 851,726 
Less: Current income taxes 
(RECOVERY) ies raves irs 3 era (178,087) (60,600) 
1,239,087 912,326 


Extraordinary items: 
Sales of investments ........ 149,318 a 
Proceeds of disposal of well 
servicing and rental equip- 


ment assets (Note 2)...... 5,791,472 —_— 
7,179,877 912,326 
New long-term debt ............ _ 1,349,640 
Sale of properties and equipment . 54,536 299,916 
Peru expenditures recovered — 1,047,388 
OUMCK 3. | epee as ane 5,051 4,218 
7,239,464 3,613,488 
Working capital was used for: 
Additions to properties and 
equipmentimcce sen. cee see 2,181,416 2,610,848 
Peru exploration agreement ... — 1,054,439 
Reduction of long-termdebt ... 2,348,642 1,084,138 
Conditional sales contracts 
ROCEIVADIG co ac ce ctrnteca eins 1,500,000 — 
Special taxes paid on 
undistributed income of 
subsidiarlessoecye sens ie 148,969 — 
Decrease in deferred 
production revenue ........ —_ 170,568 
Advances to drilling fund 
Prograinsem: moat ee 37,758 186,186 
Deferred income taxes 
reclassified current......... 21,854 10,000 
Purchase of shares of a 
subsidiary and an affiliate 
COMPANY ca anh oe a terdors 20,000 _ 
Advances (repayments) 
affiliated companies ........ (5,051) 28,875 
6,253,588 5,145,054 
Increase (Decrease) in Working 
Capital forthe Period ......... $ 985,876 $(1,531,566) 
lawson graphics western limited 
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qn) Canadian Merrill Ltd. 


To the Shareholders: 


Gross oil and gas revenues for the six months 
ended December 31, 1976 increased 89% to 
$7,854,000 from $4,163,000 last year. Pre-tax cash 
flow increased 186% to $3,307,000 ($1.60 per share) 
from $1,157,000 (57¢ per share). Net income after 
extraordinary items to December 31, 1976 increased 
319% to $1,887,000 (91¢ per share) from $450,000 
(22¢ per share) in the same period last year. 


These increases reflect the current year’s higher 
production rates and product prices compared with 
the six months ended December 31, 1975. 


The Company’s working capital decreased by 
$2,162,000 during this period as a result of 70% of 
the year’s total capital expenditure budget being in- 
curred. It is anticipated that this deficiency will be 
reversed by year-end. 


Merrill's average production rates for the six 
months to December 31, 1976 increased to 32.1 
million cubic feet of gas and 700 barrels of oil per day 
from averages of 22.6 million cubic feet of gas and 
612 barrels of oilin the same period last year. Produc- 
tion for the month of December, 1976 averaged 36.5 
million cubic feet of gas and 707 barrels of oil per day. 


The Company did not reach its projected produc- 
tion level of 40 million cubic feet of gas per day in 
January, 1977 due to delays in the completion of the 
Stanmore gas plant expansion which is now 
scheduled for March 1. 


The Company received an average gas price of 
$1.10 per thousand cubic feet (Mcf) to date this year 
compared with an average price of 73¢ per Mcf for 
the same period in 1975. Effective January 1, 1977, 
the price of natural gas increased by 10¢ per Mcf in 
Canada and by 14¢ per Mcf on gas exported to the 
United States. This will bring the average wellhead 
price to approximately $1.25 per Mcf. On the same 
date, the average oil price received in Canada in- 
creased from $9.05 per barrel to $9.75 per barrel. 


The Company participated in drilling 28 gas wells, 
3 oil wells and 6 dry holes in the current fiscal year to 
date. This includes 4 exploratory gas wells com- 
pleted in the Rock Canyon area, Colorado. 


In the Alberta foothills, the HB Home Blackstone 
well (Merrill — 1.5% gross overriding royalty interest) 
is drilling at 10,629 feet and the CanHunter et al 
Sherman well (Merrill — 5.5% working interest) is at a 
depth of 11,900 feet. 


In January, 1977, the Company purchased in- 
terests in 9,600 acres in the Valleyview area, Alberta, 
and 815 acres in the East Siphon area, British Col- 
umbia at Crown sales for $558,363. These lands will 
be drilled in 1977. 


Recent developments in the United States, includ- 
ing the possible de-regulation of gas prices, have 
confirmed the Company's belief that gas prices will 
continue to rise toward intrastate levels. These an- 
ticipated increases will enhance the value of Merrill’s 
gas reserves in the Rock Canyon area, Colorado. 
Merrill will continue the development program com- 
menced last year in the Rock Canyon area with the 
drilling of 6 wells planned for 1977. 


A. fof 


Calgary, Alberta H. ReKunyk, 
February 10, 1977 ‘ President 
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Canadian Merrill Ltd. » 


CONSOLIDATED STATEMENT OF OPERATIONS 
For the Six Months Ended December 31, 1976 
(Unaudited) 

(in Canadian dollars) 


Six Months to: Three Months to: 
Dec. 31/76 Dec. 31/75 Dec. 31/76 Dec. 31/75 


(Restated) (Restated) 


Revenue: 
Oil and gas production revenue ................ $7,761,366 $4,117,000 $4,135,429 $2,482,912 
Interest and other income ..................... 92,461 45,709 SOI213 17,978 


7,853,827 4,162,709 | 4,188,702 2,500,890 


Costs and Expenses: 


Crown and overriding royalties ................. 2,596,954 1,255,902 1,412,714 806,304 
RIOGuUctioOn anc ODEratinG \ sac: cakes oe waste ons s 604,087 500,125 332,307 273,427 
General and administrative .................... 706,024 518,500 411,777 268,959 
HtementiChalOOS Genin: oe: oul fo. dnc atwels a ck othe. 509,587 601,182 264,352 303,125 


Interest on income debenture .................. 130,000 
4,546,652 


130,000 
_ 3,005,709 


65,000 
2,486,150 


65,000 
1,716,815 


Funds generated from continuing oil and gas 


operations before current income taxes ......... 3,307,175 1,157,000 1025552 784,075 
Depletion and depreciation ................00005- 895,871 456,369 484,366 209,552 
Income from continuing operations 

DEOresIMCOMEMAXES gene ape sie teh s Seeley ccitiensieks 2,411,304 700,631 1,218,186 574,523 
Income Taxes: 

Current (royalty credit recoverable) ............. (621,100) (272,800) (278,173) (189,400) 


if] igaete (OE ck Obs) ae eae DOD UC Pane 1,376,705 
855,605 


606,000 
333,200 


656,968 
378,795 


443,000 
253,600 


Income from continuing oil and | ‘ 
GasiODerauons «co ass Sie eee Vig cies ate wee oe 1,555,699 367,431 839,391 320,923 


(Loss) from discontinued operations .............. — (51,981) a (40,682) 
Income before Extraorainary NEMS <acnrscdaenen 1 1,555, 699 315,450 839,391 ~ 280,241 
Reduction of income taxes ..............00 eee eee ~ 337,000 702,000 177,398 79,100 
Gain (Loss) on disposal of non-current 
assets related to discontinued operations........ —_— 32,550 — (80,794) 
$ 450,000 $1,016,789 $ 278,547 


Net Income for the Period ................. $1,886,699 


Basic income per common share (Note 2) | 
Before extraordinary itemS............... eee ee > |) 0.751 Sl Oz S$ 0.405 $ 0.138 
Exar cijary MOMsyima8ic mtd. ammaneny senna 0.160 0.106 0.086 — 


rcDINe norte MeNOd .c4..m se nae deen eon Oe Sia 223 $ 0.491 $ 0.138 


NOTE (1) The 1975 figures have been restated to reflect service employee termination costs as a charge against the extraordinary gain 
on disposal of assets rather than the net loss from these discontinued operations, consistent with the treatment adopted for the 
June 30, 1976 Annual Report. 

NOTE (2) Fully diluted income per share assumes the conversion of the income debenture and the exercise of outstanding options. Fully 
diluted income per share for the six months ended eae 31, 1976 would be 64.4¢, 12.1¢ and 76.5¢ respectively for each 

of the above categories. No material dilution of income per share results after these assumptions for the 1975 period. 


Canadian Merrill Ltd. 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
For the Six Months ended December 31, 1976 
(Unaudited) 
(in Canadian dollars) 


Six Months to: Three Months to: 


Dec. 31/76 Dec. 31/75 Dec. 31/76 
(Restated) 


Working capital was provided by: 
Operations — 
Funds generated before current income taxes: 
Continuing oil and gas operations $ 3,307,175 $ 1,157,000 $1; 702,552 
Discontinued operations — 64,900 — 


Dec. 31/75 
(Restated) 


$ 784,075 
(188,086) 


3,307,175 1,221,900 1, 702552 
Less: Current income taxes — discontinued .... a 94,713 —_ 
Royalty credit recoverable (521,100) (272,800) (278,173) 


595,989 
(15,379) 
(189,400) 


3,828,275 1,399,987 1,980,725 
Extraordinary Items: 
Sales of investments 10,976 149,318 10,976 
Net proceeds of disposal of non-current 
assets related to discontinued operations — 5,594,230 —_ 


800,768 


50 
2,635,007 


3,839,251 7,143,535 1,991,701 
Issue of share capital 301,246 — 13,746 
New long-term debt 1,240,000 1,240,000 


291,892 tole Bolo A 205,312 


3,435,825 


55,038 


5,672,389 7,203,122 3,450,759 


3,490,863 


Working capital was used for: 
Additions to properties and equipment : 6,861,500 2,181,416 4,856,181 
Reduction of long-term debt 2,337,460 477,733 
Conditional sales contracts receivable 1,500,000 = 
Special taxes paid on surplus of subsidiaries 148,969 — | 
Advances to (collections from) 
drilling fund programs 37,758 (8,704) 
: 39,004 — 


1,208,399 
1,934,230 
1,279,000 


4,223, 
502 


7,834,619 6,244,607 5,325,210 


4,426,354 


Increase (Decrease) in Working 
Capital for the Period $(2,162,230) $$ 958,515 $(1,874,451) 


$ (935,491) 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
For the Six Months Ended December 31, 1976 
(Unaudited) 

(in Canadian dollars) 


Retained Earnings: 
At beginning of period $2,920,963 $1,081,933 $3,790,873 
Add — Net income for the period 1,886,699 450,000 1,016,789 
Deduct — Special taxes paid on 

surplus of subsidiaries — 148,969 


$1,104,417 
278,547 


At end of period $4,807,662 $1,382,964 $4,807,662 


$1,382,964 


